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Administration of Estates in Bankruptcy—V 
By Norman S. YOUNG, A.IL.C.A. 





Crepitors’ CLAIMS—CONTD. 
3. Priority claims 

To ascertain the claims which are given priority in the distribution 
of a bankrupt’s estate, reference must be made to several sections in the 
Bankruptcy Act. It is a popular misconception that Section 84 (1) 
exhausts the list of priority or preferential claims as they are sometimes 
called ; actually the claims referred to in this section rank after certain 
other priority debts, the reason being that the opening words of Section 
84 (1) read: “subject to the provisions of this Act” and therefore where 
in any other part of the Act an unqualified priority is created it must be 
recognised by the trustee before those enumerated in Section 84 (1). 
(a) Advantage given to creditors who have indemnified the trustee for 
costs of litigation by means of which assets in the estate have been 
recovered 

It may happen that on sequestration the available assets taken over by 
the trustee are practically negligible. In the course of his administration 
of the estate, however, the trustee may discover that the debtor has made 
payments to or given securities to certain creditors which would probably 
be set aside by the Court if appropriate legal action were taken. Realising 
the tactical advantage which they enjoy as a result of the trustee’s 
unwillingness to institute proceedings because of lack of funds, the pre- 
ferred creditors often shelter behind this circumstance, and notwith- 
standing that the trustee may be able to demonstrate the existence of 
the preference, they usually decline to disgorge, hoping that the trustee 
will eventually abandon his claim because of the personal risk which he 
would undertake if, without funds, he launched legal proceedings which 
might possibly be unsuccessful. 

In such circumstances the usual and desirable procedure for the trustee 
to follow is to call a meeting of creditors and submit a report setting out 
the facts so far as he has ascertained them, at the same time asking the 
creditors for directions as to the course they desire him to follow. The 
trustee will emphasise the impossibility of taking proceedings unless the 
creditors who desire the proceedings taken are prepared to indemnify 
him against loss should the proceedings be unsuccessful, and the trustee 
have to pay his own and the respondent’s costs. Generally a few of the 
principal creditors will agree, in the first instance, to contribute towards 
the expense of obtaining legal advice on the prospects of proceedings 
being successful. This expense is usually not considerable. If the advice 
obtained is favourable, the creditors will then consider whether they are 
prepared to run the financial risk of authorising the trustee to commence 
an action in the Bankruptcy Court against the preferred creditor. If 
they decide to proceed, and as a consequence, either by way of com- 
promise to settle the proposed action, or as a result of an order obtained 
in Court, assets are recovered, e.g., the creditor is ordered by the Court 
to refund to the trustee payments made to him by the debtor during the 
period of avoidance referred to in S. 95 of the Act, or when the creditor 
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is ordered to discharge a security taken over the debtor’s assets which is 
held to be void under S. 95, or for the reason that it does not comply 
with the provisions of appropriate State legislation (an unregistered or 
inchoate bill of sale) it is only reasonable that the creditors who have run 
the risks attendant upon recovering the assets should be given some 
special consideration. 

To provide for this S. 84 (2) of the Act furnishes the Court with 
power to make an order awarding the fruits of success to the creditors 
who have run the risks incidental to the proceedings which have resulted 
in the estate being financially bettered. 

It will be observed that the section itself leaves the matter entirely to 
the discretion of the Court and does not indicate in any way to what 
extent the indemnifying creditors should be benefited. Each case has to 
be considered on its own merits, and the Court will take into account 
the value and nature of the assets recovered, the risk run by the indem- 
nifying creditors, the proportion between the claims of the indemnifying 
creditors and those creditors who did not join in the indemnity and any 
other matters which the Court may consider to be relevant. 

Only creditors who actually join in the indemnity can obtain the 
benefit of an order made by the Court. If a creditor does not attend the 
meeting at which the matter is discussed and after the assets have been 
recovered claims that he would have joined in the indemnity had he 
known about it, he will not be entitled to participate. 

It is only an indemnity for “costs of litigation” which will give rise to 
a preferential claim under S. 84 (2) of the Act, and it is essential that 
the assets must be recovered by means of this indemnity. It is sufficient, 
however, if after the indemnity is given and as a result of the strengthened 
position which the trustee thereby occupies, he is able to recover the 
assets, without necessarily taking proceedings in Court. 

Street J. in re A. and M. Myerson (1908) 25 W.N. 136 summarizes 
the obligations of the Court under a parallel section in the New South 
Wales Bankruptcy Law as follows: 

“I think that in every case the Court must see not merely that the assets in 
question were recovered after the giving of the indemnity but that were it 
not for the indemnity they probably would not have been recovered at all or 
at least that the protection and assurance accorded the official assignee by 
the indemnity has been the chief factor in rendering possible and helping 
towards and facilitating the recovery of the assets claimed to have been 
recovered by means of such indemnity.” 

Since the Federal Bankruptcy Act came into force there have been 
several applications to the Court by trustees for direction as to how they 
should distribute funds recovered by means of an indemnity for costs 
given by a section of the creditors. 


(b) Expenses incurred under prior administrations 

The Bankruptcy Act in addition to providing machinery whereby a 
debtor’s estate may be sequestrated and his affairs wound up in bank- 
ruptcy also makes provision for an alternative mode of administration, 
namely by way of semi-private arrangements under Part XI and Part 
XII of the Act. 

Occasionally proceedings are initiated for the administration of a 
debtor’s estate under either one of the Parts referred to, and subsequently 
terminated before the debtor’s estate is completely administered either 
because of the discovery of fraud or of the existence of transactions which 
can be investigated effectively only in bankruptcy or in the case of arrange- 
ments which provide for the carrying on of a debtor’s business (schemes 
of arrangement under Part XI or deeds of inspectorship or letters of 
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licence under Part XII) because it has been established that the business 
is not earning profits. 

Bearing in mind, therefore, that it is legally possible to have pro- 
ceedings under Parts XI and XII which do not contemplate or provide 
for the final liquidation of the debtor’s affairs within the compass of the 
particular proceedings (as would be the case under a sequestration 
order) it should be apparent that one administration (as defined in 
S. 88a (3)) can follow upon a previous administration of the same 
debtor’s affairs in a variety of ways. Some of the most usual cases 
would be: 


(a) a Part XII deed of inspectorship followed by a Part XII deed of 
assignment or a sequestration order, 

(b) a Part XI scheme of arrangement followed by a further Part XI 
scheme of arrangement, a Part XI deed of assignment or a seques- 
tration order, 

(c) a Part XI deed of assignment followed by a sequestration order. 


A practical question which will inevitably arise when one administra- 
tion follows another in the manner outlined above is what priority, if 
any, is the trustee in the subsequent administration to assign to the claims 
of creditors whose debts have arisen during the existence of the previous 
administration. 

Assuming by way of illustration that a debtor enters into a scheme 
of arrangement under Part XI of the Act with his creditors, and that 
under the scheme provision is made that the debtor’s business shall be 
carried on under the supervision of a trustee, the trustee having general 
powers of management but the legal ownership of the assets remaining 
in the debtor ; assuming also that at the end of twelve months the trustee 
calls the creditors together and presents his report and accounts which 
show that the business has made.a heavy loss, and that in consequence 
there are unpaid accounts in respect of goods purchased by the debtor 
and expenses incurred by the debtor and the trustee during the year for 
the purposes of carrying on the business totalling, say, £500. In view 
of the unsatisfactory position the creditors decide to terminate the scheme 
of arrangement and one of them petitions to have the estate wound up 
in bankruptcy. What is the position of the creditors whose debts total 
£500 and which have been contracted by the trustee or the debtor during 
the existence of the scheme? It is submitted that the trustee in bank- 
ruptcy would have to pay these claims in full out of the realisation of 
the debtor’s assets before making any payments to the unsecured creditors 
and even the S. 84 (1) priorities in the bankruptcy. (Jn re Hennig 6 
A.B.C. 95 and in re Cronin 8 A.B.C. 114.) 

However, a general principle cannot be laid down for application in all 
cases as it is necessary to consider the precise terms of the previous 
administration where it is a scheme of arrangement under Part XI of a 
deed of inspectorship or letter of licence under Part XII and also the 
character of the creditors’ claims. 

To understand S. 88 a brief reference must be made to its history 
and its subsequent judicial interpretation. S. 88a of the Bankruptcy Act 
prior to the amendments made in 1932 read as follows: 

“Where a deed of assignment under Part XI of this Act or a deed of arrange- 
ment under Part XII of this Act is avoided by reason of the bankruptcy of 
the debtor any expenses properly incurred by the trustee under the deed in 
the performance of any of the duties imposed on him by this Act shall be 


allowed or paid him by the trustee in the bankruptcy as a first charge on the 
estate. 


It will be observed that this section in its original form had as its 
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objective the protection of trustees in respect of expenses incurred where 
a deed had been rendered void by reason of subsequent bankruptcy. 
S. 88a as it now stands in the law may be conveniently summarised 
as follows: 
88A. (1) Where any administration is followed by any subsequent administration 
(a) any expenses properly and reasonably incurred by and lawfully 
authorised by any trustee 
(b) any lawfully authorised and bona fide commitments of any trustee 
or debtor, and 
(c) such proportionate part of the remuneration of the trustee as the 
Court directs under the prior administration shall be allowed or 
paid pari passu by the trustee under the subsequent administration 
(i) as a first charge on the assets which pass to the trustee of the 
subsequent administration and 
(ii) if there have been two or more previous administrations the 
expenses and remuneration of an antecedent administration shall 
nm have priority over any administration subsequent thereto. 
( 3) For the purposes of this section “administration” means the administration 
of the estate of a debtor or bankrupt 
(a) in bankruptcy 
(b) under any composition, scheme of arrangement, or deed of assign- 
ment duly made or entered into under Part XI of this Act; or 
(c) under any document duly registered under Part XII of this Act. 

Section 88a was enacted in 1932 as a complementary provision to 
S. 84 (1) (j) and its main purpose was to protect merchants from loss 
in those cases where they had given credit to debtors and trustees under 
Part XII deeds of inspectorship and where the deed under which the 
unpaid credit was given had been declared void. As will be seen here- 
after liabilities contracted under a void deed cannot qualify for protection 
under S. 88a. The section was also designed to protect merchants giving 
credit under deeds of inspectorship in the future. It will be observed 
that in redrafting the section its scope has been considerably extended 
as in certain events liabilities incurred by debtors are protected, the 
section recognising that under Parts XI and XII it is possible to have 
arrangements under which the debtor is the contracting party and not 
the trustee. 

The interpretation of the provisions of S. 88a has occasioned consider- 
able difficulty, particularly where the prior administration has been a 
Part XI scheme of arrangement, as wider powers for the adjustment of 
a debtor’s affairs are exercisable under this form of administration than 
under Part XII deeds of inspectorship. In the exercise of the dis- 
cretionary power given to creditors under Part XI schemes, unusual 
provisions affecting the rights of creditors have been inserted therein 
and when these schemes have been terminated it has not always been 
easy to fit the claims of the preferred creditors thereunder into the 
precise provisions of S. 88a. Under Part XII the chief difficulty has 
been that many of the deeds under which liabilities have been contracted 
have been drawn in contravention to the provisions of that Part and have, 
therefore, been void. Where liabilities or commitments have been con- 
tracted under a void deed no protection is available under S. 88a if the 
debtor’s affairs are administered under a subsequent administration. 

The following principles may be deduced from the cases decided under 
this section: ° 

(1) The administration under which the unpaid liability or commit- 

ment was incurred must conform strictly to the relevant require- 
ments of the Bankruptcy Act. 
If the previous administration is void, no protection can be 
obtained in a subsequent administration under S. 88a (Re Ridley 
9 A.B.C. 242). 
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(2) A commitment to be within the section must be a liability incurred 
by the debtor or the trustee during the currency of and pursuant 
to a proper authority contained in a prior administration (Re 
Hennig 6 A.B.C. 95). The fact that the commitment must arise 
“under the prior administration” has given rise to difficulties of 
interpretation where the commitment has been a preference 
granted to a creditor under a Part XI scheme of arrangement in 
consideration of the creditor permitting the debtor to remain in 
possession of and to continue to use property over which the 
creditor has a charge, securing a pre-existing debt, e.g. a prefer- 
ence to the mortgagee over the debtor’s property or to the owner 
of machinery for an instalment under a hire-purchase agreement 
entered into by the debtor prior to his meeting. Such preferences 
are not commitments within the meaning of S. 88a (Re Cronin 
8 A.B.C. 114; Re Whittle 8 A.B.C. 175; Re Powell 10 A.B.C. 

(3) Where a trust is created under a prior administration in favour 
of certain creditors, the proceeds from the realisation of the assets 
which are made the subject of that trust must be distributed 
amongst the creditors entitled therete independently of the pro- 
visions of S. 88a as a trustee in bankruptcy acquires the debtor’s 
assets subject to prior equities (Re Ross 6 A.B.C. 236; Re Whittle 
8 A.B.C. 175). 

(4) Once a claim is brought within the scope of S. 88a it ranks 
pari passu with other S. 88a priorities as a first charge on the 
assets in the hands of the trustee administering the subsequent 
administration, even ahead of those debts which are given priority 


by S. 8&4 (1). 
(c) Costs of an incomplete execution 


One of the most effective means used by creditors to recover payment 
from a debtor who declines or is unable to pay from his cash resources 
is to obtain judgment for the amount of the debt, and thereafter to issue 
execution against the debtor’s goods or land, or if he is known to have 
debts owing to him then to attach such debts. 

Frequently, however, this procedure is rendered ineffective as a result 
of the commencement of proceedings by another creditor or by the debtor 
himself to have the debtor’s estate wound up under the Bankruptcy Act, 
as it is expressly provided in S. 92 of the Act that “where a creditor has 
issued execution against the goods or lands of a debtor, or has attached 
any debts due to him he shall not be entitled to retain the benefits of the 
execution or attachment against a trustee in bankruptcy unless he has 
completed the execution or attachment before sequestration and before 
notice of the presentation of any petition by or against the debtor, or 
before notice of the commission of any available act of bankruptcy by 
the debtor.” 

Although the creditor in such circumstances will derive no real benefit 
from his action, at the same time some measure of compensation is pro- 
vided, as S. 93 of the Act enacts that the costs of the execution, up to the 
date of the service on the sheriff of notice that a sequestration order has 
been made against the debtor, and the taxed costs incurred by any 
creditor in the action or proceeding under which the execution issued 
(not exceeding £50) shall be a first charge on the goods seized or pro- 
ceeds arising from the sale of goods taken under the execution. 

Cases may therefore arise in practice where the whole or a substantial 
portion of the debtor’s assets have been seized and held under an execu- 
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tion or have been sold and the proceeds held by the sheriff as required 
by the provisions of S. 93 (2). If the creditor is unable to complete the 
execution because of the commencement of proceedings in respect of the 
debtor’s estate under the Bankruptcy Act or by reason of his knowledge 
that the debtor has committed an act of bankruptcy, the goods seized 
or moneys received by the sheriff must be handed over to the trustee in 
bankruptcy on his appointment. It may be, however, that the costs of 
the execution added to the costs already incurred by the creditor in the 
proceedings under which the execution issued have been fairly substan- 
tial, and if the assets seized or the moneys realised are less than the 
amount of these costs the trustee is required to appropriate the whole of 
the amount available in payment or part payment of the creditor’s costs. 
It will be seen therefore that if the estate were a small one, and execution 
had been issued by a creditor, the whole of the proceeds might be absorbed 
in payment of costs. 





Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 





IMPOSSIBILITY OF PERFORMANCE OF CONTRACT 


A ship was chartered to load a cargo, but, on the day before she should 
have proceeded to her berth, an explosion occurred in the auxiliary 
boiler, which made it impossible for her to undertake the voyage. The 
cause of the explosion could not be definitely ascertained, and, of three 
possible explanations, only one would have imported negligence on 
the part of the shipowners. The charterers claimed damages from the 
shipowners for failure to load a cargo. At the time of the accident, 
the ship was not an “arrived” ship, and, therefore, neither the express 
warranties nor the exception clauses in the charterparty had attached. 
The question thus arose whether, on a plea of frustration of the 
contract, the party setting up the plea had to prove that the frustration 
was not due to his negligence, or whether the party denying the 
frustration must affirmatively prove negligence or default on the part 
of the party setting up the plea. The House of Lords held that this 
was a case of frustration and it was upon the party denying the 
frustration to’ prove negligence or default on the part of the party 
setting up that plea. That negligence or default was not proved and 
the contract was frustrated. Joseph Constantine Steamship Line Ltd. 
v. Imperial Smelting Corporation Ltd., The Kingswood .[1941] 2 All 
E.R. 165. 

Lord Porter said: “The true principle seems to be, not that all 
contracts must prima facie be performed whether performance be 
possible or not, but that there are some contracts absolute in their 
nature where the promisor warrants the possibility of performances. 
These he is bound to perform in any event or to pay damages. There 
are other cases, however, where the promisor is only obliged to perform 
if he can.... In such cases, then, he is excused unless he be in fault. 
Of course, if he is in fault because his deliberate act has done away 
with the subject matter of the contract, and, perhaps, if he has been 
negligerit, he cannot recover ; but prima facie he escapes. To make him 
liable his fault must be proved by the party who alleges that it destroys 
his excuse.” 
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CasE UNDER VICTORIAN TRANSPORT REGULATION AcT 


An information charged the defendant that he was the owner of a 
commercial passenger vehicle which operated upon a public highway 
without a licence contrary to S. 45 of the Victorian Transport Regulation 
Act, 1933. The defendant proved that he had leased and given up 
control of the vehicle to the person driving it. The information was 
accordingly dismissed. Held, that, on the true construction of the section, 
the defendant should have been convicted, Hudd v. Gange [1941] V.L.R. 
195, 


DAMAGES FOR NEGLIGENCE 
Cost of Tombstone is not part of Reasonable Funeral Expenses 


The New South Wales Full Court has held that in an action for 
damages in the case of injury which has resulted in death, the cost of 
erecting a tombstone to the memory of the deceased is not recoverable 
as part of the reasonable expenses of his funeral. Commissioner of Rail- 
ways. v. Key [1941] 15 A.L.J. 61. 


GARNISHEE PROCEEDINGS 


Bank Account in Name of Liquidator Not in Same Position as one 
Standing in Name of Company 


A company in liquidation took unsuccessful proceedings against the 
appellants and were ordered to pay the costs. The appellants sought to 
recover the costs by garnishee proceedings in respect of money in a bank, 
the account being in the name of the liquidator. The bank paid the 
money into court: 

Held, by the English Court of Appeal the money in the hands of the 
bank was not owing to the company, but to the liquidator, and the judg- 
ment creditors were not entitled to attach it. Lancaster Motor Co. 
(London) Ltd. v. Bremith Lid. [1941] 2 All E.R. 11. 


The following statement is made in the editorial note to the report : 


“The Court of Appeal has here rejected the argument that a liquidator 
is so closely associated with the company that an account at a bank 
standing in his name is, for the purposes of garnishee proceedings, in 
the same position as one standing in the name of the company. This 
argument seems to have been accepted in Gerard v. W orth of Paris, Ltd. 
(1); but, as Sir Wilfrid Greene, M.R., suggests, it is probable that in 
that case the attention of the court was directed more to questions of 
priority than to the position of an account standing in the name of the 
liquidator. However that may be, the court has definitely departed from 
that decision, so far as it decided that creditors of the company could 
attach an account standing in the name of the liquidator.” 


WARNING TO BALLARAT MEMBERS 


During January, 1940, extraordinarily severe snowstorms, reaching 
their peak on January 29, had caused snow and ice to accumulate on the 
roof of the defendants’ leasehold premises in Leicester, England. No 
steps were taken to remove this snow or to warn the public of its 
presence. On February 2 the plaintiff was standing on the highway 
outside these premises when she was injured by a fall of snow. She 
claimed damages, alleging nuisance or, alternatively, negligence. The 
defendants denied these allegations, and pleaded in defence that these 
severe snowstorms were an act of God. 
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Held, by the English High Court (Slater v. Worthington’s Cash 
Stores (1930) Ltd. [1941] 1 All E.R. 245): 

(i) This accumulation of snow constituted a public nuisance, of 
which, in view of the severity of the storms, the defendants must 
be deemed to have had knowledge. Since a period of four days 
had elapsed during which this could have been abated, and nothing 
was done, the defendants were liable both in nuisance and in 
negligence. 

(ii) The plea that the storms were an act of God was no defence in 
this case, as it was the snow, and not the storms, which directly 
caused the injury. 





VoLUNTARY WINDING UP OF COMPANY 
Priority of Post-liquidation Creditors over Pre-liquidation 
Creditors 


On March 24, 1938, the directors of a company made a declaration 
of solvency under the English Companies Act of 1929, S. 230 (cf. 
N.S.W. Act, S. 265). On March 28, 1938, a resolution was passed 
that the company be wound up voluntarily, and H. was appointed as 
liquidator. H. carried on the business of the company until May 8, 
1939, when an order was made for a compulsory winding up, and a 
new liquidator was appointed. The company’s assets were then realised, 
and the liquidator asked for the direction of the court as to the order 
in which the creditors should be paid. At the date of the resolution 
for voluntary winding up, there were a number of creditors and to 
most of these H. had paid dividends totalling 10/- in £. In carrying 
on the business H. had incurred debts which he had not discharged. 
There were also the expenses of the liquidation, the liquidator’s 
remuneration, and the costs of the present proceedings. The sum 
realised was sufficient to meet only a fraction of these items. Held by 
the English High Court that, in the circumstances, although his judg- 
ment had been falsified by the events, H. had reasonably formed the 
view that it was necessary for the beneficial winding up of the company 
to carry on the business as he did, and he was, therefore, entitled to 
his proper remuneration, and the debts incurred in so carrying on the 
business must be paid in priority to those incurred before the commence- 
ment of the voluntary liquidation. re Great Eastern Electric Co. Ltd. 
[1941] 1 All E.R. 409. 


DEBENTURE Not For BENEFIT OF COMPANY 


An English company owed three of its creditors (amongst whom 
were two of its directors) sums amounting to £900. On April 1, 1940, 
at which time the company was insolvent, a debenture for £900, secured 
by a floating charge, was issued to one Z, who was in fact merely the 
nominee of one of the creditors. The debenture money was paid in 
to the company’s bank account on April 12, and on the same day the 
company paid these creditors sums exceeding £900 owing to them by 
the company. On May 3, a petition was presented for the winding up 
of the company, and the liquidator challenged the validity of the 
debenture. The English High Court held (re Destone Fabrics Ltd. 
[1941] 1 All E.R. 545) that the transaction, though in form a payment 
of cash to the company, was not one in substance. The company merely 
acted as a conduit pipe to give these unsecured creditors a preference, 
and the charge was therefore invalid. 
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Person Wuo FEtoniousty KILts ANOTHER CANNOT BENEFIT 
UNDER WILL or INTESTACY OF PERSON KILLED 


It has been settled that the person who feloniously kills another cannot 
benefit under the will or the intestacy of the person so killed. There is an 
exception where the person is of unsound mind at the time of the felony. 

A husband and wife were both found shot and the evidence established 
that the husband had killed his wife and then killed himself. There was 
also evidence that the husband had been in a depressed condition for 
some months previous to the above event, but beyond that there was no 
evidence to show the state of his mind at the time. The wife, by her will, 
had left the whole of her property to her husband. The English High 
Court held (Re Pollock, Pollock v. Pollock [1941] 1 All E.R. 360) 
that the husband’s estate could not benefit under the wife’s will, as the 
onus of proving that the husband was insane at the time was upon those 
claiming to benefit under that will and this onus they had not discharged. 
The personal representative of the wife must be given leave to administer 
her estate on the footing that she had died intestate, but, as she had been 
killed by the felonious act of the husband, the husband’s estate could not 
benefit under that intestacy. 


RECTIFICATION OF DEED 


By a deed of covenant, dated July 5, 1907, the settlor covenanted to pay 
the plaintiff “the clear yearly sum of £550.” To the time of his death in 
1937, the settlor had paid the plaintiff £550 per annum, without deducting 
English income tax, and had also paid the rent of her flat. After his 
death his executors deducted tax from the annual payment. It was 
common ground between the parties that the form of the deed did not 
entitle the plaintiff to receive the annuity free of tax. The plaintiff 
claimed rectification of the deed so that she should receive the £550 tax- 
free, asserting that it was the-intention of the settlor that she should 
receive this amount. Held, by the English High Court, that a party 
asking for the rectification of a deed on the ground that it does not 
represent the true intention of the parties must clearly prove what that 
intention was. Although no suggestion of falsity was cast upon the 
evidence of the plaintiff, she had not discharged that burden, which, 
after the lapse of over 30 years, was an extremely heavy one. Fredensen 
v. Rothschild [1941] 1 All E.R. 430. 
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(A Lecture delivered to the Commonwealth Institute of Accountants, 
at Sydney) 


You will have noted that the title of my address is “The Organisation 
and Administration of a Large Public Utility.” 

My intention is to put before you a few facts and features of the 
administration and of office routines of the Sydney County Council 
which I consider may be of interest to you as accountants, or more so, 
as business men. I do not intend to follow any particular sequence or 
to dwell at length on the organisation or the administrative structure 
of the Sydney County Council for, whilst such a discourse may be of 
passing interest, I do not think that it would assist you to any great 
extent in the solution of your many problems. 


HistoricAL DEVELOPMENT 


Firstly as a background, I intend to speak briefly on the origin of 
the electricity undertaking owned and controlled by the Sydney County 
Council. It may be of interest to some of you to know that electricity 
was first used in Sydney for lighting purposes in the year 1878, when 
a number of dynamos were imported from England to enable night 
work to be carried on to expedite the preparations for the Sydney 
International Exhibition being held at that time. 

Of further interest is the fact that it was not Sydney, but Tamworth, 
which was the first town in New South Wales, and even in the 
Southern Hemisphere, to have its streets lighted by electricity. It was | 
in 1891 that Sydney became interested in this form of lighting, when 
applications were lodged by the Municipal Council of Sydney, the 
Sydney Electric Light Company and the Australian Gaslight Company 
for the right to supply the City of Sydney with electricity. The 
question as to what body should have the right to supply was finally 
determined in 1896, when the Municipal Council of Sydney Electric 
Lighting Act was passed, giving to the Municipal Council of Sydney the 
right to supply electricity in the city and suburbs. This Act is of great 
historical importance to the Sydney County Council, as it not only 
marks the genesis of the widespread use of electricity in the City of 
Sydney and suburbs, but is stil 1 source from which the Sydney 
County Council inherits its rights to supply electricity within the 
County District. 

Whilst the Electricity Act was passed in 1896, it was not, however, 
until July 8, 1904, that the first kilowatt-hour of electricity was sent 
out from the newly-erected power station at Pyrmont. 

From that date the growth of the undertaking, under the efficient 
administration of the Municipal Council of Sydney, was rapid. By 
1935 the area of supply included 32 municipalities in which supply 
was made direct to the customer and 16 municipalities and shires which 
obtained electricity in bulk and made their own arrangements for 
reticulation and supply to customers. 

About that time, i.e., 1935, the opinion was expressed in certain 
suburban municipalities that the Municipal Council of Sydney should 






















1941 THE AUSTRALIAN ACCOUNTANT 395 


not be allowed to retain sole control of an undertaking with such 
extensive suburban ramifications, whilst others maintained that the 
needs of the community generally would be better served by a 
decentralised form of local administration of that utility. The outcome 
of the criticism was that, on the advice of the Electricity Advisory 
Committee, which was a duly constituted authority, the Government 
of the day established the Sydney County Council to take over the 
electricity undertaking from the Municipal Council of Sydney as from 
January 1, 1936. It thus became a legal entity and drew its authority 
from the Act constituting the Council, the Gas and Electricity Act, 
1935-36, and also from the Local Government Act, 1919, the Sydney 
Corporation Act, 1932-1934, the City of Sydney Electric Lighting Act, 
1896-1928, the Audit Act, 1902, and the various other amendments to 
the Acts. 

The Sydney County Council is administered by the Department of 
Works and Local Government and is subject to most of the applicable 
provisions of the Local Government Act, 1919. That is to say, the 
Sydney County Council administrative routine must, generally, conform 
to that observed by municipal councils. Consequently, considerable 
difficulty was experienced in the first few months of the life of the 
council in adapting the routine of our £20,000,000 organisation to that 
of a small suburban or country council. However, with the sympathetic 
co-operation of the officers of the Department of Works and Local 
Government, we found ways and means generally of at least conforming 
to the spirit of the Act. 

The Gas and Electricity Act defines the County District, comprising 
as it does the 32 local governing areas in which the County Council 
retails electricity direct to the public. The district is divided into three 
constituencies: each of the constituencies acts as an electorate for the 
purpose of the election of representatives to the Sydney County 
Council. While any person qualified to vote under the ordinary Local 
Government franchise may present himself as a candidate for election 
to the County Council, the only persons qualified to vote for his 
election are the aldermen of the Councils included in the constituency 
for which he presents himself as a candidate. There are five (5) 
members of the Council, two being elected from the first constituency, 
which comprises the Municipal Council of Sydney only; two being 
elected from the second constituency, which comprises the Councils in 
the County District on the south side of the Harbour, other than the 
Municipal Council of Sydney; and one member is elected from the 
third constituency by the Councils within the County District on the 
northern side of the Harbour. 

Members of the Council are elected for a period of three years. At 
the first meeting in each year the members of the Council elect their 
chairman for the ensuing term. 


MANAGEMENT OF THE COUNCIL 
Advantage has been taken in the Gas and Electricity Act clearly to 
define the division of powers as between the Council and the general 
manager. 
Chief amongst the powers which are retained by the Council are: 
1. The making of any rate, the fixing of charges or fees, or the 
borrowing of any moneys; 
2. The voting of moneys for expenditure on the works, services 
and operations of the Council; 
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3. The extension of the Council’s operations into other areas; 

4. The continuance of the sale or hire of electrical fittings and 
appliances ; 

5. The authorising of the establishment of new generating stations 
to be operated by the Council or the construction of additional 
main generating units or main transmission lines. 

I desire to point out at this stage that the Council is not permitted 
to erect any new power station or add to its existing generating plant 
without the approval of the Electricity Advisory Committee. This 
committee comprises representatives of the Sydney County Council, 
the Department of Railways, the Department of Works and Local 
Government, other electricity undertakings, and commercial interests. 

The Council may delegate to the general manager any of the 
functions which I have mentioned or the other functions which are set 
out in Section 56 of the Gas and Electricity Act, except those in respect 
to the borrowing of money or the making of a rate. Actually, the 
Council has reserved to itself almost all of its functions. 

The powers of the general manager, on the other hand, are defined 
as follows: 

(a) The powers, authorities, duties and functions of the Council 
other than the reserved functions; 

(b) Such of the reserved functions as may be delegated to him 
by the Council and in respect of which the delegation shall 
not have been withdrawn by the Council ; 

(c) The appointment, suspension and termination of the employ- 
ment of servants of the Council (not including the chief 
engineer or the secretary, who are appointed by the Council). 

You will notice that the general manager has unfettered authority, 
with the exception of the officers mentioned, in regard to the employ- 
ment of staff, which is, of course, an important factor in the control 
of such a utility as the Sydney County Council. 

Whilst the general manager is the permanent head of the undertaking 
and naturally carries a great responsibility, he is ably assisted by 
specialist officers in its administration and operation. The chief 
engineer directly controls the technical division covering the generation 
and distribution of electricity, whilst the assistant general manager is 
responsible for the efficient functioning of the commercial division, 
which embraces the financing of the undertaking, the collection of 
income, the accotinting, the sale of appliances, etc. The administrative 
heads of the secretary’s branch, stores branch, transport branch and 
the internal audit—not being either technical or commercial—are 
directly responsible to the general manager. 


DELEGATION OF AUTHORITY 


The general manager specifically delegates certain of his powers to 
the assistant general manager and the chief engineer who, in turn, may 
further delegate some of their powers to their subordinates. The 
mention of delegation of powers introduces the first feature of the 
administration on which I wish to speak to you this evening. 

With the advent of the Sydney County Council in 1936, a favourable 
opportunity presented itself for the setting up of an effective adminis- 
trative unit embodying practices which had proved effective in the past 
and also for the introduction of other modern administrative and 
office ideas. 

One of the factors to which special attention was given was the 
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establishment of a complete and comprehensive set of management and 
departmental or branch standing instructions. 

It is imperative in any large-scale organisation that every officer from 
the general manager to the lowest-paid worker should clearly under- 
stand the scope of his duties, the manner in which the organisation 
shall function, and the routine which shall be followed. 


MANAGEMENT INSTRUCTIONS 


The management of the Council has by means of management 
instructions endeavoured to give a clear direction on the following 
important matters: 

Policy ; 
Responsibility ; and 
Delegation of Authority. 
In regard to Policy— 
To define and regulate the Council’s business methods, or, in other 
words, to provide a framework within which the organisation will 
function. 
In regard to Responsibility— 
To fix the liability for performance, to avoid misunderstanding 
between officers as to the extent of their control, and to promote 
the fullest measure of co-operation and team work. 
In regard to Delegation— 
To invest officers with the authority and freedom necessary to 
enable them to carry out those functions of the organisation for 
which they are responsible. 

The management instructions are contained in a loose-leaf book and 
indexed on a numerical system to provide for quick reference. The 
book is sectionalised according to the nature of the subject-matter. For 
instance, one section concerns employment matters, another generation, 
and still another, finance, and so on. The volumes are in possession 
of departmental or branch heads and their immediate assistants, and 
at other central reference points. It is the responsibility of a particular 
officer under the control of the secretary to ensure that the amended 
or additional instructions are immediately inserted in the volumes 
wherever they may be. 

The point I wish to make is that at any time there is readily available 
an up-to-date record of all matters on which the Council or the general 
manager have at any time given directions. 


DEPARTMENTAL INSTRUCTIONS 


Of equal importance in the functioning of our organisation are 
departmental standing instructions. Their chief purposes are to amplify 
the management instructions by clearly delineating the procedure 
necessary to carry out the various office processes in accordance with 
managerial policy; to set down standards and quotas of work; and to 
define the duties and fix the responsibilities of each member of the 
staff. 

Whilst it is necessary in an organisation like the Sydney County 
Council, where there are a large number of employees, to introduce 
uniform methods of performing various functions and duties, it has 
always been the objective of the management to invest even its junior 
officers with the fullest measure of authority and responsibility com- 
patible with their status in order to obviate the need for continual 
reference to superior officers and the consequent waste of time. 
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Furthermore, such a policy instils into a junior officer a feeling of 
individualism and also tends to develop whatever inherent administrative 
ability he may possess. 

This policy is especially applied in the case of officers who contact 
the public, for they are expected to make many decisions on the spot. 


BUDGETING AND FINANCIAL STATEMENTS 


The next few minutes will be devoted to matters which are rather 
of a more academic interest to members present. I intend to touch on 
a few matters relative to the control of expenditure and the financing 
of the undertaking. 


Annual Budgets of Expenditure and Income 


The first thing that comes to mind is the need for the preparation of 
the annual budget of capital expenditure and revenue income and 
expenditure, in order to forecast the probable profit or loss for the 
ensuing year. 

There is no need for me to enter into detail on this matter for, 
complex though it may be in a large organisation, the culmination of 
the detail work is just the usual case of putting the expenditure on one 
side and the income on the other, and the net result is so much profit 
or so much loss. The one thing to note, however, is that the Council 
is not expected to make a profit or a loss, so our budget, when submitted 
to Council, always indicates a very small surplus. 

During the ensuing year, monthly comparative statements of actual 
and estimated expenditure are forwarded to the management and to 
branch heads by the county treasurer. He comments on any variations 
or trends disclosed in the statements and, where marked disparities are 
shown, the responsible branch head furnishes the management with an 
explanation of the variation. Variations on the income side are 
generally attributable to economic influence, seasonable conditions, 
industrial unrest, etc., and are, naturally, beyond the control of the 
Council or management. 

To determine long-range policies, what we call a “Five Year 
Speculative Budget” of capital expenditure and revenue income and 
expenditure is also prepared each year. Admittedly, the figures are 
not thoroughly reliable, but they indicate sufficiently whether there is 
any need to increase rates or, preferably, whether it is likely that rates 
could be decreased in the near or more distant future. 


Cash Budget 


The preparation of an annual cash budget, apart from the income 
and expenditure budget that I have just mentioned, is also regarded 
as of paramount importance. This cash budget sets out the Council’s 
estimated overdraft position month by month. This is very necessary 
for, whilst the Council’s permissible maximum overdraft limit provided 
for under the Gas and Electricity Act is half the annual income (i.e., 
half of approximately £3,500,000), the actual maximum overdraft limit 
arranged with our bankers is only a minor proportion of this figure. 
The limited overdraft in which the Council operates, therefore, makes 
it incumbent on the Council to examine carefully its commitments from 
time to time, always projecting the analysis to a point at least twelve 
months ahead. 

With the extensive capital expenditure in recent years, and more 
particularly with the uncertain deliveries of equipment from overseas 
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due to the war, it has been found necessary to revise carefully the cash 
budget at least every three months. 

As a result of the control exercised, the task of estimating the new 
loan requirements, and the actual months in which the money should 
be raised, is greatly facilitated. The Council has thus come through 
the past difficult years in the matter of finance without any major 
trouble, and the Council’s present financial position is such that the 
outlook for the future is quite favourable. 

A “Five Year Speculative Cash Budget” is also prepared and is of 
considerable value also, as it reveals long-range fluctuations in our 
overdraft position. With the retention for use in the undertaking of 
Council’s own funds slightly exceeding a million pounds per annum, 
if the position is not watched there is a distinct possibility in times of 
moderate capital expenditure of the Council having a heavy credit 
bank balance. However, with the long range control that I have just 
mentioned, we can guard against such an eventuality by making 
arrangements, where necessary (incidentally they have been made) 
possibly years in advance to liquidate some of the loan liability when the 
need arises. 

AccouNTING 


In regard to the accounting practice in the Council, I do not intend 
to deal with the routine work, but simply to make a few observations 
on matters which I consider might be of some interest to you. 

Whilst the Council is generally subject to the applicable provisions 
of the Local Government Act, 1919, it has been happily spared from 
any obligation to conform to Local Government accounting. Subject 
to the statutory right of the Auditor-General to direct the manner in 
which the accounts shall be kept, the officers of the Council are free 
to adopt whatever methods they consider desirable. Actually, there is 
complete unanimity between both parties in regard to the accounting 
practice. 

Incidentally, the Auditor-General’s printed report on the income and 
expenditure account for the 12 months ended December 31, 1940, and 
the balance sheet at that date was signed in April, printed, and 
presented to our Council in May. When it is realised that the audit 
by the Auditor-General’s inspectors must, to a large extent, follow on 
the completion of the various financial statements by the Council’s 
officers, and then involve considerable time in the writing up and the 
printing of his voluminous report, to have it published in such a short 
space of time is evidence of the results that can be attained in the name 
of “sweet co-operation.” 

Depreciation 

It may be of interest to mention briefly our method of calculating 
depreciation. As we all know, this subject is always a highly contentious 
one amongst accountants generally, and, naturally, much thought has 
been given to the problem in our organisation over the years. 

The Council has adopted the “Straight-line” method, having con- 
sidered it to be the most practical from an accounting point of view, 
and to accord generally with accepted depreciation principles. It is of 
interest to note that a survey recently made by the Edison Electric 
Institute—the recognised advisory body in America in matters pertaining 
to electricity supply—disclosed that, whilst there was no uniformity in 
the depreciation accounting methods in the United States, the majority 
of the utilities favoured the “Straight-line” method. 
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The “lives” given to the various types of equipment in the Council’s 
service have been arrived at after having given due regard to the factors 
of obsolescence as well as wear and tear. Notwithstanding that the 
annual charge is heavy, it is considered to be equitable in view of the 
obsolescence factor arising out of the constant development of more 
efficient types of equipment. The original costs of the assets shown in 
the capital expenditure accounts are not written down each year by the 
amount of depreciation charged to revenue. This amount is placed to 
the credit of a depreciation reserve account and, consequently, the 
capital accounts at any time disclose the original cost of all assets in 
service. 

Our chief difficulty in the past in regard to depreciation accounting 
arose out of the continual movement of equipment into and out of 
service, with the result that on the dismantling of, say, a substation 
in which there is an extensive number of items of equipment installed 
and changed from time to time, it was a real task to determine the 
period that each piece of equipment had been in service. 

With the object of introducing a simpler method of depreciation 
accounting, an analysis was made of adjustments on the capital accounts 
in respect of the various major items of plant and equipment which 
had been taken out of service from all causes over a number of years 
and which had not lived their allotted “book” life. It was found at the 
time that the value of plant and equipment involved was negligible. 
Consequently, agreement was reached with the Auditor-General that 
henceforth on taking plant and equipment out of service no endeavour 
would be made to ascertain the date of installation, but the total 
original capital cost would be written out against the depreciation 
reserve account, irrespective of the period that the asset had been in 
service. In the case of those discarded assets which had not lived their 
allotted “life,” the regular appropriations to the depreciation reserve 
are automatically continued for the remainder of the allotted life until 
the full provision has been made. 

The keeping of the depreciation register, comprising a schedule for 
each group of assets, is now the last word in simplicity, and the writing 
out of discarded assets has lost its terrors. Furthermore, the totals of 
the register are always in agreement with the total depreciable capital 
expenditure in the financial accounts. 

I might also add that a continuing record is being kept of the years 
of service of all major units discarded and the reason for their discard. 
The purpose is primarily further to test the adequacy of the “lives” 
allotted to various types of plant and equipment. Whilst the information 
gleaned so far indicates that the lives allotted are generally quite 
conservative, the accumulation of further statistics in the future will 
be invaluable in making a more accurate determination whether any 
revision either way is necessary or desirable. 

Sinking Fund 

Whilst the County Council and its predecessor, the Municipal Council 
of Sydney, have not at any time been legally obliged to maintain a 
depreciation reserve, there has been, and is, a statutory obligation to 
maintain a sinking fund reserve for the repayment of loans. 

In accordance with the statute, the amount required to be set aside 
annually as sinking fund contributions is that which invested at 3% 
compound interest will provide the principal amount at the end of 50 
years. Actually, the investments earn considerably more than 3% and 











——= + te ts me has OFC 


“arma - wo ~ 


ot 
baw 








i I I ed 


—_ ree ON 


Y 


eae OS’ a 











1941 THE AUSTRALIAN ACCOUNTANT 401 


so at the present time the fund is substantially in excess of statutory 
requirements. 

Whilst a small portion of the sinking fund moneys is invested in 
Australian Consolidated Stock, the greater part is invested in the 
Council’s own undertaking. This policy is in accord with recognised 
practice in England, where it has received statutory approval. 


OFFICE ADMINISTRATION 


For the remainder of my talk to you this evening I intend to confine 
my remarks to matters which are not quite so academic as the subjects 
to which I have just referred. I feel that a survey of various aspects 
of office administration and routine of t1e Council may be of interest 
to some of you, or at least it might stimulate some thought. 

I should think that everyone present has at some time visited the 
offices of the County Council and has at least penetrated to the public 
counter on the first floor, where the general business with the public 
is conducted. I intend to refer briefly to some aspects of the 
organisation of that section as being generally representative of the 
nature of the organisation in other sections of the branch in which I 
am interested. In that section, that is, the customers’ accounts section, 
as elsewhere, the management has endeavoured to present to the public 
an atmosphere of efficient service. 

In originally planning the office layout, the management’s objective 
was to provide as far as possible a complete customer service at the 
public counter. Consequently, the whole of the 265,000 customer 
records are housed immediately behind the counter and are suitably 
indexed to provide for quick reference. Fifteen inward telephone lines 
used solely by customers for transacting business, such as making 
applications for supply, requests for final readings, deferments, etc., 
are also installed at what we call “turrets” immediately behind the 
counter. The section is grouped under five zones, viz., City, North, 
East, South and West. Each zone is controlled by a supervisor, who 
has the direct control of 25 to 30 employees. 

Before proceeding to deal with the responsibility of the zone 
supervisors, I particularly wish to mention that, apart from the 
superintendent and his assistant, we have two specialist officers who 
play a leading role in the efficient functioning of that section: one is 
the staff training officer and the other the efficiency officer. The former 
is responsible for the training of every employee who commences duty 
in the section or who is about to assume higher grade duties. Naturally, 
it is impossible for him to do it all himself, and consequently he functions 
largely through the various zone supervisors. The issue and amendment 
of all of the section branch standing instructions also fall within the 
ambit of his responsibility. A considerable portion of his and the 
time of the supervisors is also taken up in the regular oral examination 
of officers engaged on routine duties to ascertain whether they are 
keeping themselves fully informed, and are faithfully applying their 
standing instructions and the amendments made thereto from time to 
time. 

The efficiency officer, as the name implies, concerns himself with the 
regular detailed examination of office processes and routines, with the 
object of reducing operating costs and generally improving the quality 
of the service to customers. 

When a weakness is revealed in any process, either by some fault 
or failure in the functioning of the office routine, or through some 
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complaint by a customer, or a suggestion by a member of the staff, the 
efficiency officer is immediately concerned with the examination of the 
problem. If, in remedying a fault, it is found necessary to amend an 
existing instruction or issue a new one, details of the revised procedure 
are passed on to the staff training officer for the immediate issue of 
an interim instruction to all of the staff concerned and, at a later date, 
the interim instruction is incorporated in the main instruction. 

The measurement of staff output and the setting of quotas is an 
aspect to which the efficiency officer also gives considerable attention. 
Work such as special meter reading, disconnections, preparation of 
accounts and mechanical bookkeeping are examples of repetitive routines 
of which time studies are made and quotas are established to which 
the employees are required to adhere. I dealt with this matter at 
greater length when lecturing last year at the University, but, of course, 
on this occasion time beckons me on. In leaving this matter of 
efficiency studies let me say that in organisations such as ours, which 
are so intimately concerned in meeting the needs of the public, it is 
necessary to keep our administrative functions and our customer 
contacts in step with present-day usage and demands. Personally, I 
have an antipathy generally to “old Spanish customs.” I consider that 
any routine or practice which met our needs of years ago and which 
apparently is satisfactorily functioning to-day, nevertheless needs 
putting through the sieve to ascertain whether there is not a more 
efficient and more economical means of doing the particular job. 


(To be concluded) 





Book Reviews 


The Purchase Tax. 

Last year Britain introduced a new form of war-time taxation—a 
Purchase Tax—and Mr. T. J. Sophian, Barrister-at-law, has written 
a little book entitled The Purchase Tax Explained. The publishers are 
Jordan & Sons Ltd., of London. 

Australians who for some years have been subjected to a highly 
complicated form of sales taxation will find that the new British legis- 
lation is somewhat similar, being described as a consumer’s tax levied 
at the wholesale-retail stage. | Wholesalers, manufacturers and some 
retailers are required to register in respect of transactions attracting 
the tax and designated “chargeable purchases.” 

There are two rates of tax. The basic (or full) rate of tax is one- 
third of the wholesale value, while the reduced (or lower) rate is one- 
sixth of such value. In general, goods subject to the full charge consist 
of luxury goods or those which, in the hard circumstances of the war, the 
public should do without, or those the replacement of which can be post- 
poned without much inconvenience. Goods at the reduced rate comprise 
in general goods the replacement of which cannot be so readily postponed. 
A schedule of commodities has been published with three columns; one 
for each rate of tax and the third to cover certain goods which are 
exempt from tax. 


Meetings 
Another new Jordan publication is a seventeenth edition of Mr. Albert 
Crew’s well-known book on meetings. The full title is The Conduct of 
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and Procedure at Public Company and Local Government Meetings and 
the contents cover the latest Companies, Local Government, Public Order 
and London Government legislation of England. 

The chapters contain a large amount of matter to interest chairmen 
and secretaries of meetings of all kinds, while the supplementary defini- 
tions of various terms included in an appendix are also useful. In view 
of the inclusion of a number of test questions the manual would appear 
to be a recognised textbook for secretarial institute examinations. 


Labour Report 


Issued under the title of Labour Report, 1939 is an official publication 
emanating from the Commonwealth Bureau of Census and Statistics. 
The book is the thirtieth of the series and deals chiefly with the year 1939, 
but also covers earlier years. The subject matter has been divided into 
five chapters, containing detailed information in regard to retail prices 
and price indexes; wholesale prices and price indexes; wages; employ- 
ment, unemployment and industrial disputes; and trade unions and 
employers’ associations. 

Private employers, retail dealers, house agents, officials of Common- 
wealth and State Departments, secretaries of employers’ associations 
and trade unions, among others, have co-operated in supplying the large 
amount of statistical and other information included in the handbook. 


Hospital Law 


Captain J. E. Stone is well-known as the author of several works on 
the organisation, accounting and administration of hospitals. His new 
book—Law for Hospital Authorities (Faber & Faber, Publishers, Lon- 
don) is therefore a welcome addition to the library of the hospital 
administrator. ‘ 

The author, in his preface, states that the book has been written in 
response to numerous requests that he should enlarge the chapter on 
Hospital Law which appeared in the first and second editions of Hospital 
Organisation and Management, and publish a separate book on the 
subject. The object has been to bring together in compendious form 
such information as the hospital secretary will ordinarily require for 
general administrative purposes. Chapters have been devoted to the 
liability of hospitals for wrongs ; law and procedure of hospital meetings ; 
rights, duties and liabilities of hospital boards, committees and staffs; 
hospital insurances, and other legal matters. A table of cases, several 
appendices and an index complete the volume. 


French Dictionary 


Edited by J. E. Mansion, m.a., George G. Harrap & Co. Ltd. has 
published a Shorter French and English dictionary. Harrap’s large 
standard dictionary is well-known and the new publication is an abridged 
edition of this work. Of the 58,000 words dealt with in the Standard 
Dictionary 31,550 have been retained ; this being considered sufficient to 
cover a range wide enough for everyday use and for the enjoyment of 
current French literature. 

The book contains a large number of the idioms, a knowledge of which 
is so essential to a real appreciation of the language. These, together 
with the many new words which have been included, make the volume 
an attractive addition to the library of the French enthusiast—reader, 
writer or conversationalist. A companion English-French dictionary is 
in the course of preparation. 


W. Bruce RAINSFoRD. 
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Readers’ Questions and Replies 
DisPposAL OF OLD REcoRDS 
The Editor, The Australian Accountant 


Dear Sir, 


A matter which requires the attention of those charged with the care 
of a Company’s records is the disposal of old data. 
In my Company the following records are kept for the periods shown: 


Name of Data To be destroyed after 
Purchase Invoices .. .. ie beds. Oa one oe 
General Journal Vouchers EE ee el: het 
Petty Cash Vouchers .. .. . ere eee 
Duplicate Cash Payment Sheets . emer. ie 
Statements and Receipts .. .. ee 
Paid Cheques (used for receipts) « ia aan. - 
Purchase Orders .. .. ere ena: 
ED i: ce n6 ob ab 66 d6- ieee ee 
Employees’ Time Sheets .. .. .. 2. 0. soe 2 pp 
Orders Received from Clients .......... 5 4, 
a eres 
Copies of Sales Invoices .. .. .. .. «2 os «. Hold for all time 
Correspondence .. .. .. ‘ wi walle take a gee ee Ca 


It would be interesting to boeen on this practice compares with that 
in other concerns. Perhaps other readers of The Australhan Accountant 
would express their views. 

I am a little doubtful of the need of keeping Sales Invoices for all time, 
and I think a periodical thinning out of correspondence is necessary. 


Yours faithfully, 
RECORDS 
Sydney, N.S.W., 
12/8/41. 
BEEKEEPER’S ACCOUNTS 
The Editor, The Australian Accountant 
Dear Sir, 

Could any reader of The Australian Accountant suggest a simple and 
satisfactory system of accounts for a beekeeping business, dealing with 
both wholesale ahd retail ? 

Some of the facts are as follow: 

900-1000 hives (Northern N.S.W., 5 acres, freehold). 
Two departments—wholesale and retail. 
Honey and beeswax consigned to Sydney Agent about once a month. 
There is a retail run in nearby towns—3 or 4 days every month, cash 
and credit sales, tinned and bottled honey and beeswax. 
Four trucks and 1 car used—200—300 gals. petrol used before rationing. 
Ten or 12 properties are leased (private and govt. property )—hives 
moved from place to place. 
Three to 10 men on wages list. 
Hives built on property. 
Frames and foundation purchased. 
Yours faithfully, 


RECLA. 





Southport, Q’land, 
28/7/41. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.a. 


TAXATION Boarp oF REVIEW 
Recent Decisions 


The following is a brief summary of some recent decisions given by 
the Board pending publication of the next volume of its decisions. The 
sections referred to are those of the Commonwealth Income Tax Assess- 
ment Act. I have expressed to the Board the sincere thanks of readers 
for making this digest available to them. 


COMPENSATION Paip To Competitors—Whether outgoing of capital. 
Where each of three parties conducting separate transport services had 
agreed to pay compensation to the others if he should obtain the sole 
right to operate a particular service for several years, the payment of the 
compensation by the successful party was held to be an outgoing of a 
capital nature. 

IMPROVEMENTS TO PREMISES RENTED BY TAXPAYER—Whether cost is 
deductible. The cost of improving premises of which the taxpayer was 
a weekly tenant was claimed as a deduction on the grounds that it obviated 
removal to premises for which much higher rentals would be payable 
and that it did not produce a capital asset, but was disallowed by the 
Board on the ground that it was expenditure of a capital nature. 


Leases—Consideration or premium paid for the assignment of 
Sinking Fund deduction. Where an undivided sum is paid by a taxpayer 
as consideration for the assignment of a mass of property, including 
several leases of land, an “amount” is paid by him as consideration for 
the assignment of each lease and, for the purposes of Section 25 (i) 
proviso of the Income Tax Assessment Act 1922-1934, it is for the 
Commissioner (or the Board on reference from the Commissioner ) 
to determine what amount was in point of fact so paid. The amount so 
determined in respect of each lease is also the amount of a “premium 
paid in respect of land” for the purposes of Section 88 (1) of the 
Income Tax Assessment Acts 1936 et seq. (i.e., where the use of the 
leases by the taxpayer extends to years of income to which those Acts 
apply ). 

Pusiic BENEVOLENT INsTITUTION. The Kindergarten Union of New 
South Wales is a “public benevolent institution”—Section 78 (1) (a). 
(N.B.—This decision is of importance not only for income tax purposes, 
but also in regard to sales tax, payroll tax and estate duty). 


Pustic EpucaTIONAL INsTITUTION—I/ncome of. The income of an 
estate which was left to X by will “to be used by her in the cause of 
education” was not the income of a public educational institution (even 
if wholly handed over to such an institution) but was income in respect 
of which X was assessable and liable to pay tax as trustee—Sections 
14 (1) (d) and 31 (2) of the Income Tax Assessment Act 1922-1934. 
Cf. Sections 23 (e) and 99 of the Income Tax Assessment Acts 1936. 


State Income Tax. An amount paid as or for State income tax a 
day or two prior to the close of the State (and Commonwealth) year of 
income and retained by the State Commissioner as a “credit pending 
assessment”—which was made some months later—is not “a sum for 
which the taxpayer was personally liable” at the time of payment, and 
is therefore not deductible from the payer’s assessable income of that year 
—Section 72 (1). 
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LecaL Expenses. Taxpayer was the patentee of an invention for 
certain hairdressing processes, etc., and his business consisted of the 
exploitation of his patented invention either by using it in his own hair- 
dressing establishments or by licensing other hairdressers to use it on 
condition that they purchased their processing materials, etc., from him. 
Various legal expenses incurred by the taxpayer were the subject of the 
following decisions by the Board: 


Allowable as Deductions 


(1) Costs in connection with an unsuccessful action for infringement 
of the patent. 

(2) Costs of advice obtained for a licensee of the patent as to State 
laws affecting the establishment of the licensee’s business. 

(3) Legal expenses shared with an insurance company upon the 
settlement of an action by one of the taxpayer’s clients for alleged 
damage to hair. 

(4) Cost of obtaining advice as to the taxpayer’s liability to furnish 
Sales Tax returns. 


Not Allowable as Deductions 


(1) Expenses in connection with taxpayer’s application to amend the 
specifications of his patent with a view to removing defects dis- 
closed in his action for infringement. 

(2) Costs associated with an attempt to obtain a conviction for false 
statements alleged to have been made by persons opposing the 
grant of letters patent to the taxpayer. 

(3) Costs in connection with the preparation of a continuous power 
of attorney to the taxpayer’s secretary in lieu of a power which 
operated only in the taxpayer’s absences. 

(4) Cost of advice concerning claim of dismissed employee for wages 
which he alleged to be due. 


Tax oN Miitra ALLOWANCE 


In reply to an inquiry by a reader regarding the assessment of the 
keep of members of the Australian military forces, the following informa- 
tion has been obtained from the New South Wales Income Tax 
Department : 

(1) Volunteers in the home service forces are assessable in respect of 

their keep, etc., at the rate of 2/5 per day, or 16/11 per week. 
This is the value agreed upon between the authorities. 

(2) Compulsory trainees are not assessable in respect of their keep, 
etc., whilst in camp. The New South Wales Crown Solicitor is 
of opinion that no value can be ascribed in respect of a trainee 
who is compelled by law to go into camp, and that he is, therefore, 
not assessable in respect of his keep, etc. 

(3) Volunteers in the A.I.F. are exempt from taxes in respect of their 
pay and allowances by Act. 


According to a recent press announcement early removal of Com- 
monwealth income tax on, the maintenance allowance of 2/5 per day to 
voluntary enlisted members of the militia forces has been promised by 
the Commonwealth Treasurer. 

Mr. Fadden said he recognised that there was an anomaly in levying 
tax on voluntary personnel whilst those called up for compulsory training 
were free from tax on that allowance. 
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DEDUCTION IN RESPECT OF CAPITAL EXPENDITURE WHERE TAXPAYER 
DeErIvEs INCOME FROM CARRYING ON MINING OPERATIONS IN 
AUSTRALIA 


New Section 122 of the Commonwealth Income Tax Assessment Act, 
inserted by Act No. 65 of 1940, provides that where a taxpayer, who 
derives income from carrying on mining operations in Australia (other 
than coal mining) expends capital in necessary plant and development 
of the mining property from which that income is derived, a propor- 
tionate part of the amount expended, arrived at by distributing that 
amount proportionately over the estimated life of the mine as at the date 
of the expenditure, shall be an allowable deduction. 

The following extracts from judgments of the High Court throw 
light on the meaning of “mining operations” as the term is used in 
Australia : 

“The expression ‘mining’ is a familiar source of difficulty both in 
England and here. In its primary meaning the word applies to sub- 
terranean working. The minerals sought by subterranean working 
would, no doubt, be highly prized. But it was natural to extend the 
application of the word ‘mining’ in two directions. If the operations 
were subterranean, the word was applied to them although the minerals 
were of no great value. On the other hand where precious metals or 
minerals usually won by subterranean working were obtained by exca- 
vation which did not include subterranean working it was natural to 
describe these operations as mining. In Lord Provost of Glasgow v. Farie 
( (1888) 13 App. Cas. 657 at p. 677) Lord Watson says that, although 
the original meaning of ‘mine’ might be restricted to subterranean 
excavation, it appeared to him to be beyond question that for a very 
long period that has ceased to be its exclusive meaning and that the word 
has been used in ordinary language to signify, either the mineral sub- 
stances which are excavated or mined, or the excavations whether 
subterranean or not from whicli metallic ores and fossil substances are 
dug out” per Dixon J. in D.F.C. of T. v. Stronach (1936) 3 A.T.D. 365 
at p, 371. 

In Australian Slate Quarries Ltd. v. F.C. of T. (1923) 33 C.L.R. 
416 the question was whether the income of the company was derived 
from “mining operations . . . carried on in Australia” so as to entitle 
it to the deduction under S. 17 of the Commonwealth Act of 1915-1921 
(cf. S. 122 of the present Act). 

“The only facts stated which are relevant to the determination of this 
question are (1) that the subject of the operations is slate, (2) that the 
method of working adopted is by open-cut or surface workings, the 
overburden and interlying beds of waste material being removed for the 
purpose of obtaining the slate, and (3) that the property on which these 
operations are conducted is described by the appellant as slate ‘quarries.’ 
In my opinion, these facts, whether considered separately or in com- 
bination, are not inconsistent with a conclusion that the operations carried 
on by the appellant are mining operations. Slate is, both in ordinary 
parlance and according to the definitions contained in State Mining Acts, 
a mineral. Operations undertaken for the purpose of obtaining a 
mineral may be fairly described as mining operations. It is a matter of 
common knowledge that in Australia the open-cut or surface method is 
commonly adopted in connection with mining for ores containing silver 
and other metals; and I do not think it can be doubted that operations 
conducted for the purpose of obtaining such ore from the earth are 
mining operations although carried on by the open-cut method. Nor 
does the fact that the property of the appellant is described as a slate 
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‘quarry’ necessarily preclude the Court from holding that the operations 
of the appellant are mining operations. When the words ‘quarry’ and 
‘mine’ are not used in antithesis I think that which is described as a 
quarry may in certain circumstances also be described as a mine, although 
an underground mine could not properly be described as a quarry (see 
per Lord Watson in Lord Provost of Glasgow v. Farie (1888) 13 App. 
Cas. 657 at p. 677). A mine is not the less a mine because its owner calls 
it a quarry. The question whether the appellant carried on mining 
operations within the meaning of the Income Tax Assessment Act is one 
for the decision of the Justice who hears the appeal, but, in my opinion, 
the facts stated in the case do not preclude him from holding that it 
did,” per Knox C.J. at pp. 418-9. 

“ ‘Mining operations in S. 17 is an expression which . . . must be given 
its usual meaning as understood in Australia. The expression ‘mining 
property’ means nothing more than the property on which mining is 
carried on. The word ‘mining’ is the same in both expressions, and is 
the governing term . . . The expression ‘mining operations’ is apt to 
include all that is done in the way of mining as that is universally under- 
stood in Australia. The phrase ‘mining operations’ embraces all opera- 
tions whether by hand or by machinery and whether confined to 
excavating the surface, as in alluvial claims, or extended to excavations, 
hundreds or even thousands of feet below the surface, by which any 
valuable deposit, other than the ordinary soil, is extracted or extractable 
from the earth,” per Isaacs and Rich JJ. at pp. 420-1. 

In Jaques v. F.C. of T. (1924) 34 C.L.R. 328, the taxpayer’s claim 
to a deduction in respect of calls paid to a cement company was rejected 
on another ground, but on the question as to whether or not the cement 
company was a “mining company” two of the judges expressed them- 
selves as follows: 

“TI am of opinion it is not a mining company. The principles we have 
laid down in the Slate Quarries case lead, in the circumstances of present 
case, to the conclusion that the dominant character, and therefore the 
true character, of the cement company is that of a manufacturing com- 
pany and not a mining company” per Isaacs J. at p. 360. 

“Its main business is that of making cement and manufacturing cement 
goods such as concrete pipes, etc., and for this purpose it procures lime- 
stone and shale from the earth by means of blasting and otherwise. 
These materials are forwarded by means of skips to the crushers, and 
from the crushers by aerial transport to the factory. These operations 
are, no doubt, of great importance to the company commercially, and 
possibly its business could not be carried on at a profit without them. 
But, nevertheless, they are simply a step in its business processes, and do 
not in any way characterise it as a mining company,” per Starke J. at p. 
361. 

Under the Sales Tax Assessment Acts, an exemption is provided in 
respect of goods being primary products which are derived directly from 
operations carried on in Australia in mining, subject to a disqualification 
mentioned below. In D.F.C. of T. v. Stronach, supra, the taxpayer 
claimed an exemption in respect of freestone and granite obtained from 
open face quarries by means of drilling machines. The High Court held 
that whether the freestone or granite were won by operations in mining 
or not, they were subject to a process or treatment resulting in an altera- 
tion of their form or condition and were thus disqualified from the 
exemption claimed. In addition, Starke and Dixon, JJ., held that 
extracting freestone and granite from the earth by the workings described 
above is not a mining operation. McTiernan, J., said that uninstructed 
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by the Slate Quarries’ case he would not have thought that the building 
stone was directly derived from the operation of mining. 

“The taxpayer claims exemption under this provision, and relies upon 
the case of The Australian Slate Quarries v. F.C. of T. There the facts 
disclosed that the taxpayer was obtaining slate from workings in Aus- 
tralia, and using it for various commercial purposes, and the question 
asked on the facts was whether the Court was at liberty to hold that the 
taxpayer was carrying on mining operations within the meaning of the 
Income Tax Assessment Act. The Court answered the question in the 
affirmative. But all the case means is that there was matter before the 
learned trial Judge which warranted him considering whether in fact 
mining operations were being carried on; his determination depending 
upon the character of the material, the methods of work, to some extent 
the signification of ‘mining’ in the various mining Acts, and many other 
factors. When the case went back to him, he found as a fact that the 
taxpayer was carrying on mining operations. It is useless, I think, to 
attempt an explanation of a case decided on the facts. I should have 
found the other way, and in my opinion the Slate Quarries Case was 
wrongly decided on the facts. But a finding of fact is certainly not 
binding on this Court in any other case and there is no compulsion on me 
to say that extracting freestone and granite from the earth is a mining 
operation. I do not think it is or cam be called a mining operation,” per 
Starke, J., at p. 369. 

“In The Australian Slate Quarries Lid. v. F.C. of T. the Court’s 
answer to the question submitted, was, in effect, that open workings for 
the purpose of winning slate might according to circumstances amount 
to ‘mining.’ It appears to me that the decision does not preclude us from 
saying that the open workings for the purpose of winning freestone and 
granite are not mining. On the present special case we are the judges 
of law and fact, and so far as it is a question of fact, I should feel no 
hesitation in saying that the winning of the freestone and granite by the 
workings described is not within the ordinary meaning of mining. The 
fact is that slate seems to be won at some places by an operation which 
is one of mining because partly or wholly subterranean. It is easier, 
therefore, to draw the conclusion that winning slate from an open cut 
is mining. But winning building stone from ordinary quarries does not, 
I think, fall within the description ‘mining’,” per Dixon, J., at pp. 371-2. 

From the above decisions it would appear that the expression “mining 
operations” embraces all operations whether subterranean or not, includ- 
ing the open-cut method, or dredging as in alluvial claims whereby 
mineral substances are obtained. 

On the other hand, a company which manufactures cement and cement 
goods and for that purpose blasts limestone and shale from the earth is 
not a mining company. Moreover, the winning of building stone from 
ordinary quarries is not within the ordinary meaning of “mining.” 
A doubt has been cast as to whether the term mining can be applied to 
open workings for the purpose of winning slate. Coal mining is specifi- 
cally excluded from the benefit conferred by S. 122. 


CASUAL PROFIT ARISING OUT OF STATUTORY RESUMPTION 


Payment of Compensation in Subsequent Income Year 


Section 105 (1) of the New South Wales Income Tax Management 
Act provides that where the proceeds of the sale in the year of income 
by a taxpayer of any real property situated in New South Wales are not 
included in his assessable income under any other provision of the Act, 
and the real property was bought by the taxpayer in the year of income 
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or in any of the six years next preceding that year, his assessable income 
shall include the casual profit, if any, arising from the sale. 

“Sale” includes, inter alia, a statutory resumption, S. 104. Section 
12 of the previous Act of 1928 substantially corresponds with S. 105 of 
the present Act. 

Two conditions must be satisfied before the proceeds of a sale of real 
property are assessable under S. 105 and its predecessor—(a) there 
must be a sale in the year of income, and (b) the property sold must 
have been bought in the year of income, or in the preceding six income 
years. 

In Easy v. C. of T. (N.S.W.) (1941) 2 A.LT.R. 181, the taxpayer 
bought a property in 1927 and it was resumed on August 30, 1929. 
The compensation moneys were paid to him during year ended June 
30, 1938, i.e. more than eight years after the resumption. 

Held: (1) The resumpton, and not the payment of the compensation 
moneys, constituted the sale and therefore the profit realized on payment 
of the compensation did not constitute assessable income under S. 105 
(1) of the Income Tax (Management) Act, 1936. 

(2) The right to compensation arising on the notice of resumption 
was not assessable income of year ended June 30, 1930, under S. 12 of 
the Income Tax (Management) Act, 1928. 

(3) That income is only derived within the meaning of S. 10 (1) 
of the 1936 Act when it is obtained or got or acquired, and the mere 
acquisition of a right to a payment which will show a profit is not income 
derived. 

“The property in Factory Street, the resumption of which is here 
under review, was purchased in 1927. The statutory resumption or 
‘sale,’ for the purposes of the Act, took place in 1929. The moneys 
due in respect of that resumption were paid to the appellant between 
December, 1937, and February, 1938. It follows, therefore, that the 
sale did not take place in the financial year 1937-38, although the 
proceeds were received in that period. 

“It could be argued that a sale in that year means a transaction 
completed by payment of the price in that year for the reason that for 
income tax purposes it could not refer to the bare fact of resumption 
without payment. It must not be overlooked that it is the payment 
which is to be taxed, the sale being only the source from which proceeds 
are derived. I am unable to give effect to such an argument. If the 
legislature had intended such proceeds to be liable to taxation in the 
year of receipt, irrespective of the year of disposal of the land, it would 
have said so. In my view, this section deals with a sale and the receipt 
of the price in the one year. 

“Further, even if the first condition can be said to have been satisfied, 
the subject land was not bought in the year of income or the six years 
prior thereto,” per Herron J. at p. 188. 

It will be observed from the above extract that his Honour took the 
view that S. 105 (1) deals with a sale and the receipt of the price in the 
one income year. If this view be correct then it would appear that 
where a sale is made in one income year and the whole of the purchase 
money is received in a subsequent income year, S. 105 does not apply, 
and if the property were not acquired by the taxpayer for the purpose 
of profit-making by sale, the profit is not assessable under the New 
South Wales Act, notwithstanding that the real property was bought 
and sold within seven income years. Section 109 (sale on terms) will 
not help the Commissioner because that section provides for assessment 
in cases where “the payment of the purchase price extends over a 
period of years.” 
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INTEREST ON COMPENSATION FOR RESUMPTION 


A public authority resumed the taxpayer’s land, and he thereupon 
became entitled by statute to interest on the compensation moneys 
until payment thereof. A subsequent deed of release made between 
the parties provided that, in consideration of the payment by the public 
authority to the taxpayer of £10,062 (and other specified sums) the 
parties mutually released each other from all further claims. This sum 
amounted exactly to the difference between the sum due to the 
taxpayer for interest from the date of resumption to the date of 
payment of the compensation (£10,301) and the amount due by the 
taxpayer for rent of the resumed property for a specified period (£239). 

Held by the Supreme Court of N.S.W. (Easy v. Commissioner of 
Taxation (N.S.W.) (1941) 2 A.I.T.R. 181): 


(i) In considering whether the amount so received was assessable 
income, the surrounding circumstances should be regarded as 
well as the operative provisions of the deed. 

(ii) The amount received was not a capital sum calculated by reference 
to the interest that would have been payable under the statute; 
it merely represented the claim for interest translated into a claim 
under a covenant in the deed, and had not thereby lost its character 
as assessable income. 


CoMMONWEALTH Pay-Rotit Tax 
Payments to Soldiers and Allowances to Employees 


The following interesting correspondence has taken place between the 
Taxpayers’ Association of New South Wales and the Federal Com- 
missioner of Taxation on the above-mentioned subjects : 


Letter from Association: 


At an interview last Monday I expressed to Mr. Trebilco, Second 
Commissioner of Taxation, the concern of my Association at your 
rulings under the abovementioned Act relating to (a) amounts paid by 
employers to make up the difference between civil and military pay of 
employees on military duty and (b) allowances paid to employees on 
account of expenses. 

Whilst it is considered to be extremely doubtful if supplementary 
military pay is made to “an employee as such,” the Executive of my 
Association is of the opinion that such payments are just as deserving of 
exemption as are wages paid by religious or public benevolent institutions 
or public hospitals, for which a specific exemption is provided in Section 
15 (b) of the Act. It is considered that the imposition of the pay-roll 
tax in respect of supplementary military pay is a definite penalty on 
employers and therefore a discouragement to make the payments referred 
to. As any discontinuance of these payments might conceivably have 
an adverse effect on enlistments, the national considerations far outweigh 
revenue considerations in this matter. 

While you have pointed out that the pay-roll tax on these payments 
would fall far short of offsetting the advantage enjoyed by employers 
who had been permitted to make deductions of these payments for 
income tax purposes, it is felt that this is beside the point. There is no 
reason apparent to us why deduction of amounts so made should not be 
allowed—not necessarily as “wages” but under either Section 51 or 
Section 78 (1) (c) of the Income Tax Assessment Act. 

It is therefore suggested, with respect, that you should either adopt a 
more liberal interpretation or that you should recommend to the Govern- 
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ment an amendment of the Act designed to specifically exempt this class 
of payment. 

My Executive has also noted your ruling that, generally speaking, all 
allowances paid or payable to employees as such are taxable in full. It 
is felt that this interpretation is wider than that contemplated by the Act. 
Although the definition of “wages” includes “bonuses or allowances,” it 
would seem that, applying the ejusdem generis rule, the word “allow- 
ances” is used in the same sense as “bonuses” and connotes a form of 
income resulting in some benefit to the employee other than a mere recoup- 
ment of out-of-pocket expenses. 

It is respectfully suggested that this provision should be interpreted 
and administered as in the case of a similar provision in the New South 
Wales Taxation (Unemployment Relief and Social Services) Act. 

In this regard it is understood that you fear that the way would be 
left open to tax evasion through inflated expense allowances. This 
position was however met under the State law by nominally assessing all 
expense allowances and allowing a deduction therefrom of employees’ 
actual or reasonably estimated expenditure. These provisions are policed 
by the Department’s Wages Tax Inspectors and in turn your Department 
would rely upon their examinations. 





Commissioner's reply: 

I refer to your letter of 10th July, 1941, concerning liability for 
pay-roll tax in respect of allowances to employees on active service, and 
also allowances made by employers for the reimbursement of out of 
pocket expenses incurred by employees. 

Concerning the payment of allowances to employees on active service, 
it is desired to advise you that the ruling, that tax is payable on these 
payments, is based on advice obtained from the Crown Solicitor. Prior 
to the inception of pay-roll tax it was necessary to consider payments 
of this character from the point of view of their deductibility in the 
income tax assessments of the payors and in regard to their assessability 
to the persons who receive them. Advice was received that, in the 
generality of cases, the payments in question are made to employees in 
the capacity of employees and, consequently, are wages or salary as the 
case may be. It was thereupon decided that these payments were allow- 
able deductions for income tax purposes in the assessments of the 
employers. If it had been necessary to treat these amounts as gifts, 
they would not have been deductible for income tax purposes. As the 
average income tax rate per £ of income greatly exceeds the rate of pay- 
roll tax, the employers have gained a substantial advantage from this 
classification. 

I think you will admit that the Department has done no more than 
to follow a consistent course by the ruling that if the payments are 
wages for income tax purposes they are also wages for pay-roll tax 
purposes. 

Under the present law it is not possible to grant the desired relief 
from liability for pay-roll tax on these payments. I am informed, how- 
ever, that the Treasurer proposes to submit the matter to Cabinet for 
consideration of an amendment of the law specifically to exempt these 
payments from pay-roll tax. 

As regards the second matter raised by you, namely, the matter of 
allowances made to employees to cover expenses incurred by them, you 
are correct in your understanding that in the framing of the law it was 
considered essential to provide for the inclusion of all allowances (as 
distinct from reimbursements) as “wages” in order to prevent evasion 
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of tax by increasing allowances and decreasing wages. I note your 
contention that the tax on allowances should be limited to payments that 
result in some benefit to the employees other than a mere reimbursement 
of out of pocket expenses. 

I am not aware of any practical method by which it could be ascertained 
in individual cases whether the employee did derive some benefit from the 
allowances received by him. It appears to me that there would be great 
practical difficulty in ascertaining the facts of such cases, and the policing 
of such a provision would, I think, give rise to very considerable 
irritation and expense. 

I note your reference to the procedure followed under the State law 
in connection with this matter; your representations in this regard will 
be kept in mind in connection with the close study which the Department 
is making of the effects of the law in actual operation and if suitable means 
can be discovered of removing the cause of your complaint this Depart- 
ment will be pleased to recommend an amendment of the law for that 
purpose. 

[Since the above note was written, the Commissioner of Taxation has 
announced in the press that his Department will not collect Pay-Roll Tax 
on payments by employers to make up the difference in pay between civil 
and military pay of employees on military service. The Commissioner 
stated that the Commonwealth Treasurer will shortly introduce legislation 
to exempt such payments, and that this exemption will be made retrospec- 
tive to July 1, 1941.] 

Pensions 

The Commissioner has announced that pensions paid to ex-employees 
by employers and pensions paid from separately constituted funds are 
not subject to pay-roll tax. 


Compensation Paid for Loss of Employment, Etc. 


The Commissioner has ruled that compensation for loss of employment 
is not subject to the tax. The Commissioner added that furlough pay- 
ments paid in a lump sum prior to retirement were, in effect, advances of 
salary, and would be treated as taxable, but for the time being lump sum 
payments to employees on retirement would be treated generally as not 
subject to the tax. Doubtful cases would be considered. 


Contributions to Superannuation Funds 


The Commissioner has also ruled that contributions paid by employers 
to pension, etc., funds established for the benefit of employees are not 
subject to tax. 


N.S.W. UNEMPLOYMENT RELIEF AND SOCIAL SERVICES TAXES 
Amendment to Relieve Double Taxation 


On March 28, 1941, the N.S.W. Unemployment Relief Tax and 
Social Services Tax (Management) Acts were amended and the follow- 
ing new sub-section was added to Section 14: 


(10) Where a resident (other than a company) derives income 
from property from a source in a State of the Commonwealth, which 
is not a reciprocating State, and any tax which, in the opinion of 
the Commissioner, is substantially similar to the tax payable by him 
under this Act is paid by him in that other State on such income he 
shall be entitled to a rebate in his assessment of — 

(a) The amount of such tax paid by him in that other State on 
such income ; or 
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(b) The amount of tax payable by him under this Act on such 
income, 

whichever is the less.” 
Example: A taxpayer resides in New South Wales and derives rents 
and interest from Queensland sources. Queensland is not a “recip- 
rocating State.” Therefore, the New South Wales Commissioner will 
refund the amount of Queensland State Development tax paid by the 
taxpayer on his Queensland income or the New South Wales Unem- 
ployment Relief and Social Services taxes paid on such Queensland 
income, whichever is the less. 

It is understood that this amendment first applies to income derived 

during income year ended June 30, 1941. 


BENEFICIARIES IN ENGLAND DERIVING INCOME FROM AUSTRALIAN 
ESTATE 

By his will an Australian appointed three Australians as his executors 
and trustees, and left the residue of his estate in trust for his grand- 
daughter, the appellant, for life, subject to the payment thereout of an 
annuity and of the expenses of administration. He expressly declared 
in the will that it was to take effect according to English law. He died 
in 1912, at which time he possessed considerable property in Australia. 
The appellant resided in England until March 10, 1936, at which time 
the annuitant was still living. The appellant was assessed under the 
English Income Tax Act, 1918, Sched. D, Case IV. r. 1, Case V, r. 1, 
for years ending April 5, 1935, and April 5, 1936, in respect of her 
Australian income, it being contended that such income was derived 
from securities and from stocks, shares and rents, and was therefore 
liable to tax whether or not it was received in England. The appellant, 
on the other hand, maintained that the income was derived from a 
possession within the meaning of the Sched. D, Case V, r. 2, and that, 
therefore, she was liable to tax only on such income as was actually 
received in England. 

Held: The fact that the income from the trust fund was subject, inter 
alia, to the payment of an annuity did not make it a possession, and, 
accordingly, the appellant was rightly assessed. Nelson v. Adamson 
[1941] 2 All E.R. 44. 

In the above case the decision in Baker v. Archer-Shie [1927] A.C. 
844 was followed. But that case concerned the case of a beneficiary 
entitled to the whole income of a trust fund. Doubts had been 
expressed as to whether the principle in that case would apply where 
the income of the trust fund was apportioned between several bene- 
ficiaries, but it was held in Nelson v. Adamson that no substantial 
distinction can be drawn between the two cases. 


BEQUEST OF INCOME FREE OF ALL TAXES (INCLUDING INcoME Tax) 
AND DUuTIES 

A testator, who died in 1916 domiciled in England, directed his trustees 
to pay his widow out of his residuary estate such a sum as would together 
with income from his marriage settlement, amount to £2,000 per annum 
“free of all taxes (including income tax) and duties.” In 1932, the 
widow took up residence in Kenya, where the income she received from 
the trustees became subject to Kenya income tax. She contended that 
the trustees should pay the amount of this tax out of the estate: 

Held: the testator did not contemplate that his widow would live 
abroad, and, therefore, the phrase “free of all taxes (including income 
tax) and duties” could refer only to such taxes and duties as were payable 
in England, and did not include Kenya income tax. Re Frazer, Frazer v. 
Hughes [1941] 2 All E.R. 155. 
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The Feminisation of Markets 


By Irtss L. CorBet, B.A., A.F.I.A., A.A.1LS. 


War affects markets in many unexpected and peculiar ways. In 
1939, few people would have predicted the war time boom in the 
photography industry, or the slump in the motor trade. The introduc- 
tion of women to many phases of industry provides a new and different 
kind of market for business, because the handling by women of the 
large sums of money involved in the aggregate as wages will alter the 
market demands. In every country this alteration in the allocation of 
the national income must have tremendous repercussions on industrial 
production. 

During the 1914-1918 war, a total of 1,696,000 women entered 
industry in Britain. About a quarter of these women were drawn from 
domestic service, and many from household duties—400,000 domestic 
servants left their sphere of work for industrial employment. The metal 
trades employed 424,000 of these entrants, munition works and docks 
223,000, and commerce and finance 430,000. Government offices 
increased, and added 200,000 women to staffs, and transport systems 
another 100,000. 

In the present war period women have replaced men on a far greater 
scale in Britain. In the Women’s Auxiliary Air Force section the num- 
ber of trades in which women could replace men has grown from the 
original five to twenty-six. Women ferry planes, are flight mechanics, 
riggers, instrument repairers, electricians, telephonists, etc. A new 
category is the Women’s Land Army, which involves 9,000 women, 
replacing men on poultry, dairy, young stock, fruit and market gardens, 
and also on heavier work, as ploughing, reaping and sowing. 

Under the compulsory registration scheme, more than 1,250,000 
women are registered for national service. An additional 1,000,000 
women between the ages of 25 and 31, and 2,000,000 men of the 44-46 
age groups have been called to register for national service this month. 
The British Government proposes to call up men up to the age of 50, 
and women to 40 years, for national service. 

A note to employers, however. The recent Parliamentary sub-com- 
mittee appointed in Britain to track down wastage and inefficiency in 
the war effort found that where employees were required to work seven 
days a, week, absenteeism was very high on week-ends, 26% of women 
absenting themselves on Saturday afternoon, and 22% on Sunday 
mornings, compared with 16:8% and 18-4% of men for the same periods. 

This vast army of wage-receiving women must vitally affect the 
retail markets, and, if a limited amount only can be spent on necessities, 
owing to rationing, this still leaves a substantial margin available for 
those things which are unrationed; and the British producer will gain, 
who can discover the most attractive items on which this surplus will 
be spent. 

In Australia, women entering factories have increased according to 
figures of the Commonwealth Bureau of Census and Statistics. In 1927- 
1928, there were nearly three times as many men employed as women ; 
but in, 1938-1939, this had been reduced to 2} times as many. No later 
figures are available at present on this proportionate rate, 
but Commonwealth officials estimate that at present, in the various age 
groups, the following women are employed: 
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15-19 age group—315,000, or 53% of available women 
20- 4 ” ” 296,000 ” 50% ” ” ” 
25-29 ” ” 297,000 ” 30% ” ” ” 


In the last few months, women have been called for in various trades, 
particularly munitions and textiles. Recently an appeal was made for 
3,000 emergency transport drivers, to be trained to operate both petrol 
and producer gas units. 

The W.A.A.F. has an extensive list of occupations available to 
women workers, as diverse as pay clerks, cooks, wireless operators, 
tailors, cypher officers. The Federal Government recently decided to 
enlist women volunteers between 21 and 45 to replace men in jobs such 
as telegraphists, telephonists, typists, clerks, and hospital orderlies. 

A brief glance at other countries shows the same feminisation of 
industrial and other occupations. Germany is paying for its previous 
policy of relegating women to housework only, by having to institute 
rapid training courses for women in order to replace men in such 
industries as hairdressing, postal officials, clerks, etc. Leipsig city rail- 
ways are steadily seeking women between 21 and 45 to be trained as 
conductors. 

In U.S.S.R. it was recently estimated by Pravda that 30,000,000 
women were engaged in Russia’s war effort. Women’s chief contribu- 
tion to the war, it stated, is to replace men in industry. 

According to figures released by the U.S.A. Department of Labour, 
Women’s Bureau, there has been a steady influx of women into industry 
in United States. In 1930, 103 million women were employed, com- 
pared with 12? million in 1940, which represents an increase of 20%. 
This percentage increase is actually higher than 20%, because the 
population of women over 14 years has increased by only 14% during 
that period. Of all persons in the labour market, the Bureau estimates 
that in 1940 women constituted 24%, as compared with 22% in 1930, 
and 21% in 1920. 

After the last war, it has been noted that women did not leave industry 
in the great numbers anticipated, as originally it was considered would 
happen, and producers of women’s needs made fortunes in cosmetics, 
wearing apparel, etc. 

There’s an old saying that “History repeats itself,” and the astute 
business man will be looking to the lessons of the 1914-1918 post-war 
years in making his plans for the future. 
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Local Government Cost Accounting 
R. W. T. Oporn, A.F.1.A., A.A.1S., A.C.A.A, 





The rising cost of material and labour, accentuated by war-time condi- 
tions, is focusing the attention of accountants employed by municipal 
and district councils on the application of the principles of cost accounting 
to the problems of local government activities. On municipal and district 
councils is placed the responsibility for the construction and maintenance 
of streets and roads (with certain exceptions, which will not affect this 
article); the construction and maintenance of gardens, ovals, and 
reserves ; the cost, care, and maintenance of trees and shrubs; and the 
construction and maintenance of other public works. In fulfilling these 
obligations a council may spend anything up to approximately 70% of 
its revenue, so it is obvious that a very strict control must be placed on 
this class of expenditure, especially as ratepayers are always requesting 
that certain works be performed immediately, and Councillors can 
generally see more works requiring to be done than finance will permit. 


Pusitic Works LEDGER 


That portion of the revenue which is expended in the manner men- 
tioned above, may be classified as expenditure on Public Works, and a 
Public Works (or Cost) Ledger will be kept. As every municipality 
and nearly every district is divided into wards, it is usually necessary 
for the Public Works Ledger to reveal the amount expended in each 
Ward as well as for the area as a whole. Thus the Public Works Ledger 
should be divided into sections, one for each Ward, and one for the area 
as a whole; this latter will act as a “control” for the Ward Sections. It 
might be mentioned here, that the Public Works Legger may tie in to 
either the General Ledger or to the Ward Ledger, according to the 
requirements of the particular Council. 

The term “Public Works” covers a wide range of expenditure, and 
consequently the money expended in this manner must be analysed into 
its component parts. This will vary according to the requirements of 
the particular area, but the following classification will serve as an 
illustration : 

Public Works 


Construction of streets, roads, etc. 

Maintenance of streets, roads, etc. 

Construction of oval and improvements thereon. 

Maintenance of oval and improvements thereon. 

Construction of gardens, reserves, and improvements thereon. 
Maintenance of gardens, reserves and improvements thereon. 
Cost, care, and maintenance of trees and shrubs. 


Thus each section of the Public Works Ledger will be analysed 
according to this classification, and as running totals are kept, will reveal 
at a glance the total amount spent in each ward and the area as a whole 
on Public Works, and the division thereof into its component parts. 

The policy of a particular council regarding certain matters may 
vitally alter the sectionalisation and classification of the Public Works 
Ledger, e.g., the council may decide that the gardens, reserves, etc., 
are to be considered as a municipal or district matter, and that the con- 
struction and maintenance of such gardens, reserves, etc., are to be 
financed by a special rate, portion of the general rate, or by the allocation 
of a certain sum to be voted each year. Such a decision will relieve the 
wards of the responsibility of financing such work, and the accounts 
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relating to gardens, reserves, etc., will be removed from the Ward 
Sections of the Public Works Ledger, to a special “Gardens and 
Reserves” Section. A policy similar to the above is often adopted where 
there is an oval in the area. 

Again the council may raise a loan for the purpose of construction of 
(say) certain drains, kerbs, and footpaths, within the area. This loan 
is obtained and must be applied to the purpose for which it is raised, 
and as it is to be used for something outside the usual ward activities, 
it would be necessary to allot a special section in the Public Works 
Ledger for recording the expenditure of this loan money, which for 
identification purposes may be called the “Loan Works” section. Also 
the levying of special, separate, or differential rates, may necessitate the 
opening of a special section in this Ledger. 

The sectionalisation and classification of the Public Works Ledger 
has just been explained, but attention should be directed to one fact—not 
all expenditure incurred in connection with Public Works can be allocated 
directly to a particular ward or section of this Ledger, i.e., salary of the 
engineer, or overseer, or the council’s contribution to main roads, work- 
men’s compensation insurance, etc. This expenditure would be collected 
and analysed in a special section of the Public Works Ledger, for identi- 
fication purposes called (say) the General Account section, so that it may 
be closely watched and controlled. Practical considerations do not 
justify the distribution of this expenditure to the different wards or 
account sections so that it would eventually become part of the cost of 
the constructional and maintenance work undertaken. 

Consideration has now been given to the sectionalisation and classifica- 
tion of the Public Works Ledger, but Councillors think of jobs—they 
decide the various jobs that require doing, ask for estimates of the cost 
of such jobs, and ffhally authorise the performance of the different jobs. 
When the job is completed they desire to know the actual cost. Thus it 
will be readily realised that the accounts necessary to analyse the expen- 
diture on Public Works into its component parts, i.e., construction of 
streets, roads, etc. ; maintenance of streets, roads, etc., are really control 
accounts which will be supported by sub-accounts or cost sheets showing 
how the various totals are made up. 

Consideration will now be briefly given to these sub-accounts or cost 
sheets. The first problem is the basis on which costs are to be collected 
and analysed. 

In the case of constructional work, by which, of course, is meant the 
original construction thereof, consideration is given to each particular 
job, which is of a permanent non-recurring nature and is usually rela- 
tively expensive. Thus the natural basis for the collection of con- 
structional costs is the job, and this applies irrespective of the classi- 
fication of the nature of the job concerned, i.e., Construction of Streets, 
Roads, etc. ; Construction of Oval and Improvements thereon, Construc- 
tion of Gardens, Reserves and Improvements thereon. 

The Maintenance of Streets, Roads, etc., presents more difficulties 
owing to the wide nature of the type of work included under this classi- 
fication. Some work is of a non-continuous and relatively costly nature, 
i.e., reconstruction of footpaths, kerbings, watertables, and roads, or the 
top dressing of a road with hot bitumen. Each job will be considered 
separately, and the natural question on completion will be “What was 
the cost of the particular job?” Thus the natural basis for the collection 
of costs for this class of work will be the particular job. But not all 
maintenance work belongs to this class—the work of maintaining streets, 
roads, etc., goes on continuously, holes in footpaths and roads must be 
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repaired, watertables must be cleaned, and weeds must be destroyed. 
This work is of a continuous and relatively inexpensive nature, and the 
natural question is ““What is the total cost of this class of work?” Thus 
the natural basis for the collection of these costs is on a time basis, so 
as to reveal the total amount spent in each Ward. As the total amount 
spent in each ward during the financial year on street and road main- 
tenance (in the restricted sense) will be relatively large in the aggregate, 
the next problem to be decided is: 


1. Is sufficient information gained by collecting these costs in one 

total for each ward and/or 

2. Should some effort be made to analyse these costs? This may be 

either according to: 

(1) street or road in which the cost was incurred, or 

(2) class of work, i.e., footpath repairs, road repairs, weed 

skimming, eto. 

Preference may finally be given to keeping the total amount spent in each 
Ward, and analysing it according to the street or road in which the cost 
was incurred. This enables Councillors to see in what part of the Ward 
under their charge the money is being expended, and enables them to 
reply effectively to the complaint “No money has been spent in my 
street for the last ten years.” In analysing these costs according to the 
street or road in which the expense was incurred, it is inadvisable to 
lose sight of the nature of the job or work performed, and this informa- 
tion may be entered on the street or road sub-account or cost sheet, so 
that it is available if required. (A glance at the Wages Journal (Fig. 2) 
will show how this object is achieved). 

“The Maintenance of Oval and Improvements thereon” is usually 
relatively costly, and it will be necessary to analyse this expenditure into 
its component parts, such as Lawn Maintenance, Preparation of Cricket 
Pitch, etc. As regards “Maintenance of Gardens Reserves and Improve- 
ments thereon,” it will usually be found sufficient to analyse these costs 
according to the particular garden or reserve in the ward or area on which 
the expense was incurred, but, in this regard circumstances must be the 
controlling factor. Also it will usually be found sufficient to analyse the 
“Cost, Care and Maintenance of Trees and Shrubs” so as to reveal the 
total expenditure in each Ward. As an alternative procedure it may be 
decided not to have an account for the “Cost, Care and Maintenance of 
Trees and Shrubs,” but to treat these costs as a part of the “Maintenance 
of Streets, Roads, etc.” 

Where the Public Works Ledger is prepared and kept along these 
lines, it will be found possible to answer practically any question that 
may be asked by Councillors almost instantly, while very informative 
reports can be prepared for their guidance. 


CosTING OF JOBS, ETC. 


The elements which enter into the cost of each job are (1) Material, 
(2) Labour, and (3) Direct Expense, which may be divided into (a) 
Hire of Machinery and (b) Direct Expense. It should be noted that 
it is unusual for Indirect Expenses to be considered as an element of cost 
as no practical advantages would be gained by so doing—a Council is 
not a selling organisation which requires the complete cost so as to ensure 
that it is recovered together with a reasonable profit in the selling price, 
but is concerned only with obtaining the necessary information so as to 
control expenditure on Public Works. This purpose is achieved by 
collecting these expenses so that they may be watched and controlled. 
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Material 


The accounting for material follows the usual standard practice as 
regards ordering, receiving, placing in the depot (or store), and issuing 
when required for use. The Overseer will probably take exception to 
the suggestion that all material must first be taken into the depot and then 
taken out of the depot as required, on the ground that it is much more 
economical and convenient to have material delivered direct to the job. 
Although delivery may be made direct to the job (and this cannot be 
avoided ), the cartnotes should be signed and brought to the depot so as 
to be entered up in the normal manner, and a Material Used Report must 
be issued. Every month the Material Used Reports are analysed, and 
a summary prepared and entered up in the Material Used Journal, from 
which it will be posted to the Public Works Ledger. I might mention 
that the ruling of the Material Used Journal is exactly the same as that 
of the Wages Journal (see Fig. 2), and the summary is entered up in 
the same manner. 

Labour 


The problem in connection with labour is to obtain reasonably accurate 

records which will reveal : 

1. The actual time the men were employed ; 

2. Full details of how that time was employed; and 

3. The ward or account to which the cost of such labour is to be 

charged. 
One solution to these problems is to have Time Reports prepared by each 
employee, and certified as correct by the Overseer. The Time Reports 
(see Fig. 1) are to cover a period of one week, and a separate report is 
prepared for each ward in which the employee worked or account to 
which his work is to be charged. These reports are entered up in the 
Wages Book, which shows the total number of hours each employee 
worked and the amount of wages paid to him. The Time Reports would 
be analysed and a summary prepared and entered up in the Wages 
Journal (see Fig. 2), from which it will be posted to the Public Works 
Ledger. 
Hire of Machinery 


Two classes of plant and machinery are used in the construction and 
maintenance of Public Works: 


(1) Expensive items of plant and machinery, i.e., a Crude Oil or 
Steam Roller, Tractor, etc., for which it is found necessary to 
charge an hourly rate, sufficient to cover depreciation and main- 
tenance, to the jobs on which such items of plant and machinery 
are used. 

(2) Inexpensive items of ‘plant, machinery, and tools, which do not 
warrant the treatment mentioned above. The depreciation and 
maintenance of this class of plant and machinery is usually treated 
as an item of Indirect Expense, as mentioned earlier in the first 
paragraph under the heading “Costing of Jobs, etc.” 


The employee in charge of each item of plant and machinery for 
which an hourly rate is charged against jobs will fill in a Machine Report, 
and from the information contained in these reports a summary is 
prepared and entered up in the Hire of Machinery Journal, from which 
it is posted to the Public Works Ledger. The only difference in the Hire 
of Machinery Journal and the Wages Journal (see Fig. 2) is that it has 
an extra column for inserting the name of the machine and the number 
of hours it was used on each job. 
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Direct Expense 


During the course of carrying out a job, all kinds of unusual expense 
may be incurred, i.e., in scarifying a road the scarifier may break a water 
or gas main which will have to be repaired by the authority in charge 
of the particular main at the expense of the Council. The cost of 
expenses incurred in this manner will be obtained from the invoices 
received, and periodically the invoices will be analysed and a summary 
prepared and entered up in the Direct Expenses Journal, from which 
it will be posted to the Public Works Ledger. The Direct Expenses 
Journal ruling is exactly the same as the Wages Journal (see Fig. 2). 


CoNTROL OF EXPENDITURE ON PusBLic Works 


The object to be achieved in the control of expenditure on Public 
Works, is the prevention of over-spending. The first requisite of this 
control is the determination of the amount which may be spent in the 
municipality or district, and where necessary the division thereof into 
wards and sections. This will necessitate the preparation of a Budget, 
and the amount to be spent on Public Works, and the division thereof, 
when finally agreed upon, should be recorded by a minute of the Council, 
and these amounts must not be exceeded during the financial year, 
without, a resolution of the council being passed authorising the expen- 
diture of an additional amount, and this additional amount must be 
authorised before any job is commenced which will cause the present 
authorised amount to be exceeded. 

What is the machinery necessary to achieve this object? Two distinct 
methods of cost analysis have been mentioned. 


1. According to time, and 
2. According to job. 


This distinction must be particularly noted, because it is imperative that 
provision must first be made for costs that are continually being incurred, 
i.e., filling holes in footpaths, roads, etc., the destruction of weeds by 
skimming, poisoning and burning, removal of debris from the water- 
tables, maintaining gardens, ovals and reserves, and the care and main- 
tenance of trees and shrubs, etc. These jobs are of the first class (those 
analysed according to time), and the problem is to determine the amount 
required in each ward or section during the current financial year for 
this class of work. The cost is the first charge against the authorised 
amount which may be spent on Public Works, and the balance is the 
amount which is available for constructional, reconstructional, and 
expensive maintenance work, i.e., work of the second class, the cost of 
which will be analysed according to each individual job. Before any 
work of this second class is commenced an estimate of the cost must be 
prepared before the job is placed on the books to be carried out. Also 
no work of this class is to be commenced without a written order being 
issued authorising the commencement, such order being signed certifying 
that sufficient finance is available to enable the job to be completed. 
Consideration will now be given to the Works Order in more detail. 
The Works Order will be issued in triplicate—one copy for the Engineer 
or Overseer in charge of the job, the second copy will be handed to the 
Cost Accountant, and the third copy will be retained by the person issuing 
it (ie., Clerk, Councillor, Chairman or Mayor according to circum- 
stances). At the commencement of each financial year, a Works Order 
will be issued for each ward or section for the total amount of work of 
Class 1 fixed for the ensuing financial year, and the Cost Accountant 
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will place his copy on the Works in Progress File for each ward or 
section. As each Works Order is issued authorising the commencement 
of a particular job it will be placed on its respective “Work in Progress” 
File. Assuming that Ward 1 is authorised to spend £2,000 on Public 
Works, and has issued two Works Orders, one for work of Class 1 to 
the extent of £250, and another for a large constructional job costing 
£1,500 that will take six months to complete, it will be possible to prepare 
the following report. 


Ward 1—Public Works Report 
Presented at Meeting of Council held.............. 





Amount available to spend ............ £2,000 
Less Cost of work in progress.......... 1,750 
Balance still available to be spent... ...... £250 





When the job is completed some six months later, at a cost of £1,450 the 
completed cost would be filled in on the Works Order and it would be 
transferred to the “Completed Work File” of Ward 1. The following 
report would then be prepared. 


Ward 1—Public Works Report 
Presented at Meeting of Council held.............. 





Amount available to spend... .. .. .. .... £2,000 
Less Cost of completed work (actual) £1,450 
Cost of work in progress .. .. 250 

—— 1,700 

Balance still available to spend .. .. .. .. £300 





In the above Public Works Report two points should be noted, firstly 
that no differentiation is made between the different classes of work 
being performed, i.e., Construction of Streets, Road, etc., Maintenance 
of Streets, Roads, etc., or the completed costs of the individual jobs, 
together with a comparison between the estimated and actual cost but, 
in practice, some details along these lines would be embodied in the report. 
And secondly no information is given as to how the amount allotted for 
work of Class 1 is being absorbed—this is because it has been assumed 
that the onus has been placed on the Clerk to see that the amount so 
allotted is not exceeded, and, of course any apparent undue variations 
would be reported at once. 

The use of Works Orders and the presentation of Public Works 
Reports as illustrated above, would place a very tight control over the 
expenditure on Public Works, and ensures, as far as possible, that the 
policy as agreed to or amended by the council is carried out. 

(Note.—Because of space limitations and paper restrictions, illustrations in this 


article have been reduced to a minimum. The author will, however, be glad to supply 
further illustrations to interested readers—Ed. The Australian Accountant.) 
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Building a Loyal Staff— (2) Selection Methods 
By R. A. HICKIN, A.L.C.A. 


In the former article general matters of policy affecting staff were 
discussed, leading up to the admittedly contentious question of the level 
of remuneration to which labour is entitled under modern, humane 
conceptions of the rights of man. It is now proposed to look into the 
employment contract more closely, with especial reference to methods 
of staff selection. 

It has already been stated that one of the most valuable assets any 
business could have is a staff waiting-list, comprising the names and 
other particulars of persons who are desirous of becoming employed in 
certain capacities and are willing to wait for a vacancy to occur, because, 
for some good reason, they feel that they will be happier, or better paid, 
or will enjoy some other advantage in the service of the company. 
Mention has been made, by way of suggestion, of some possible methods 
of contacting a number of possible prospects, among men and women 
such as are normally employed by the company, with the object of 
interesting them in the affairs of the company with a view to placing 
some of the more likely among them on the waiting-list for employment. 

Such a waiting-list has two advantages that are immediately apparent. 
First, it provides a source of suitable supply when new employees are 
wanted ; second, the knowledge that it exists acts as a constant spur to 
efficiency among existing employees. 


Source oF LABouR SUPPLY 


Obviously, an adequate waiting-list is the result of extensive propa- 
ganda and much hard work on the part of some member or members 
of the executive staff. It cannot exist until the company has earned 
substantial goodwill among workers, and goodwill of this kind cannot 
be built up out of nothing. The smoke of propaganda must come from 
the fire of fact. Unintelligent personnel administration, harsh methods 
of dealing with grievances, and reactionary policy generally in relation 
to workers, will spell failure for even the most ambitious scheme of 
popularization. What must be remembered is that personal testimony 
from experience is the most effective way of stimulating interest, and 
workers simply cannot be got to speak in glowing terms of an enterprise 
where they are treated as property and refused the fundamental right 
of representation on works committees or management boards, or in 
other ways given less than they are morally entitled to receive, both 
financially and in respect of personal recognition. Discipline of the right 
kind is usually respected, and indeed modern enterprise is paralysed 
without it. But it must be based on certain well-defined principles to 
which all reasonable members of the staff can subscribe. In other words 
there must be a democratic spirit at work in all aspects of personnel 
administration, but the strictest measures must be enforced to ensure 
that the liberty of the individual does not degenerate into licence, and 
that the business as a whole really benefits from the liberal policy in 
force. If it does not, there must obviously be some weakness in the 
administration which should be discovered and rectified. 


The Waiting-List a Spur to Efficiency 
The second noticeable advantage of having an up-to-date waiting-list 


is that every member of the staff will do his or her best to ensure 
continuity of employment; it will help to reduce slackness because it 
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will be known that someone else is waiting for the opportunity to join 
the staff as soon as an existing employee shows that he is unable any 
longer to give the standard of performance reasonably looked for. Not 
that the waiting-list is to be used deliberately by the management as 
a goad; far from it. If fear is the strongest motive for good work the 
company is certainly not building goodwill in the right quarters. But 
when dealing with a worker who fails to respond to every reasonable 
inducement to give of his best, it is often effective to be able to indicate 
that, unless an improvement is immediately shown, his position will be 
filled by someone whose name and credentials are already on file. Most 
people are capable of doing their particular work well; some need a 
stronger impulse, at times, than is provided by the kinds of incentives 
usually to be found operative, and the use of the waiting-list in this 
way should not be scorned if more friendly overtures have failed. But 
above all, the value of the waiting-list of applicants is greatest when 
considered in relation to its effect upon the whole body of workers, 
whose pride in the company and interest in their work will increase and 
expand as they realise that they are in the favoured position of being 
employees of the company which so many others are anxious to join. 


Forms OF APPLICATION 


With contacts established, the next requirement is to provide a suitable 
system of recording applications. The Application Form may be a simple 
record of name, address, age, and other personal particulars, or it may 
embody a much more thorough analysis of the applicant’s background, 
aims, and capabilities. 

In some concerns with traditions of their own, and in connection with 
applications for work of an especial kind, it may be that certain questions 
would have to be asked, which would not normally find a place in an 
Application Form. But some such questions as the following would be 
found almost universally in use, as they have general application and 
form the basis for the more detailed particulars sometimes required: 


Di FR GE DP ois oo cede cdewddscdeeclsiseseuvecanesseseeeeiscureses 


. WHAT OPERATIONS HAVE YOU HAD, AND WHEN?...........-: 
L naar DID YOU LAST HAVE A COMPLETE MEDICAL EXAMINA- 


CRORE EEE EEE EEE EEE EEE HEHEHE EHH EEE EEE EEE EEE EEE EEE HEHEHE 


12, HAVE YOU ANY RECURRING SYMPTOMS OF ILLNESS? IF SO, 
Ge Es hdc e oncr.coe de abewne sbeeehuseketedesoeteuerbeseeencecees 


13. DO YOU SUFFER FROM ANY CHRONIC COMPLAINT? ANY 
EE chicane ateskteth nas cca asencnanesn gitapaneen seeneosentueege 


14. HAVE YOU EVER APPLIED FOR LIFE ASSURANCE?.............. 
15. HAVE YOU EVER BEEN REJECTED BY AN ASSURANCE 
ET cnc ccnrnardsétidad Meese aia dines eaten tenes Wenhacesnases <6 
16. HOW MUCH TIME HAVE YOU LOST THROUGH ILLNESS IN 
REE, BE. UE CME les on scencedncdnrecdessetececeenesesenadeccgecenyeces 


17. GIVE ANY FURTHER INFORMATION RELATING TO YOUR 
HEALTH WHICH YOU CONSIDER SHOULD BE NOTED........... 


COO REE EEE EEE EEE EEE EERE EEE HERE EEE HEHEHE ETOH E EEE HEHE HEHEHE 
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18. ARE YOU NOW APPLYING FOR A POSITION IMMEDIATELY TO 
FILL A VACANCY, OR FOR FILING AS AN APPLICANT FOR 
EERIE, PRP IEINEEL Do cccccnnnsastosersccdsnccocedeconessesacensnes 

19. STATE POSITION APPLIED FOR. .......cccccccccccccccccccsccccee 

2. ARE YOU EMPLOYED AT PRESENT ?.......ccccccccccccccccccccecece 

21. IF SO, DO YOU ANTICIPATE BEING OUT OF EMPLOYMENT 
Es a ai oe diana MPI Eta e hate Renan see 

Br EN FE ns Kine anu poanin chan Wim Rohe b Re hes CANd es and E6HES Oo dRbes on 

23. GIVE FULL DETAILS OF ALL YOUR POSITIONS OVER AT LEAST 
. Pla @ bo oO . Hees (Adequate space should be left) 

24. GIVE FULL PARTICULARS OF YOUR EDUCATIONAL STANDARD 


25. ARE YOU A MEMBER OF ANY ie Ss TRADE, OR 
TRNICALS ASSOCIATIONS ?....ccsascescccccess F SO, GIVE FULL 


26. HAVE YOU ENGAGED IN ANY WORK, AT ANY TIME IN RECENT 
YEARS, OTHER THAN THE KIND OF WORK FOR WHICH YOU 
ARE NOW OFFERING YOURSELF ?.............. IF SO, GIVE FULL 


27. NAME AT LEAST TWO PERSONS WHO ARE ABLE, THROUGH 
KNOWLEDGE OF YOUR PAST LIFE AND THROUGH PERSONAL 
CONTACT WITH YOU, TO SPEAK AUTHORITATIVELY OF YOUR 
CPEMEPAG SUED FRE? ARELE Foc cas ccnccccnscceccccecedesecccccsesseces 


The question arises: Should the application form be filled in 
before or during the interview? One fact stands out. If it is filled in 
by the employee before the interview, the form loses one of its chief 
values, viz., the light it may shed upon the applicant’s intelligence. There 
is nothing then to indicate how many anxious hours, pen in hand, were 
spent trying to formulate answers to even the simpler questions set 
down : nothing to show whether the work involved constituted a major 
mental test or was easily taken in the applicant’s stride. Unquestionably, 
then, the right time for the application particulars to be filled in is 
during the interview. 

Another question to be decided is whether the form should be filled 
in by the interviewer or the applicant. A lot will depend upon individual 
preferences. Personally, the view that this should be done by the inter- 
viewer is supported by the present writer, if only for the reason that 
the asking and answering of questions helps to break down barriers of 
nervousness, and relieves the sense of strain that is always present in 
the early stages of an interview. The questioner is able to introduce 
each point in conversation, watch the effect (as covertly as possible) 
of every question, and assess the applicant’s ability to register a question 
quickly and formulate an answer without undue trouble. Further, the 
writing is apt to be better if in the hand of the interviewer (though, 
regrettably, this is not always the case!) and as the application is a 
permanent record legibility is of value. 

The greatest achievement of the interviewer, apart from rightly 
summing-up an applicant, is in establishing a friendly basis of discussion 
which will not detract from the necessary dignity of his position but 
will set the other at his ease and dispel any nervousness which he may 
feel. It is only when he has done this that the interviewer may fairly 
begin his questions. 


OTHER USEs FOR THE APPLICATION Form 


The primary purpose of the questionnaire is to record particulars 
which will assist in determining whether an applicant is fitted, or not, 
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for the particular work for which he applies. But its usefulness does 
not end there. It can be made to form the basis of a permanent and 
personal detailed record of that person from the day he first meets the 
interviewer to the time when he passes for the last time outside the 
door of the place of his employment. Such a record is invaluable, in a 
business where promotions are made so that positions are filled, when- 
ever possible, from among existing employees. A permanent record of 
a man’s progress from the first day of his employment, of the training 
he has undergone, his past experience, health background, and so on, 
will be a most useful guide, especially when there are several eligible 
men and it is necessary to choose between them at any time. An inci- 
dental advantage of having such particulars on file, readily accessible, 
is that it is easy to compile a reference, if required, or answer any 
enquiries from other prospective employers or from those who may 
have been asked to extend credit to the employee. 

Clearly, then, a complete system such as outlined above requires 
either an application form in sections, or in the form of a folder; 
or a number of sheets or cards fastened in an individual binder. What- 
ever form the accessory sheets may take, the information provided for 
would include progress reports, dates and reasons for wage increases, 
nature of work done at each stage of the employee’s development, over- 
seers’ comments, particulars of illnesses and absences due to sickness, 
among many other particulars for which space should be found. 


Use oF REFERENCES 


References are a bone of contention, and it is difficult to make a 
pronouncement that could be regarded as final or entirely fair. Among 
the writer’s acquaintances is a clergyman who, in common with all other 
men in such positions, receives frequent requests for references. He 
was disturbed at tea one evening by a mother who, it appeared, had a 
son of sixteen who was “anxious to get a good position.” The clergyman 
did not know the lady, and on being presented to the boy, found that he 
was quite unknown to him. Tactfully, but with commendable courage, 
he explained to the mother, who began to grow exasperated, that he 
could not give, a character reference in respect of someone of whom he 
had not the slightest knowledge. The good lady left in a huff, and next 
morning her husband presented himself at the clergyman’s door for an 
explanation of the “discourtesy”! Anyone who has frequently to deal 
with applications for employment is painfully familiar with the type 
of reference in’ which the applicant is given an unimpeachable character 
merely, one suspects, to get rid of him. And familiarity with them 
iuevitably breeds contempt. If the question whether references are at 
aii worth while refers to written references, the present writer would 
emphatically reply “No”; perhaps in rare cases, when it is simply a 
recital and not a eulogism, such a reference may have some value; but 
as few people seem to know how to give information of this kind without 
distorting it, aad as the practice of giving and expecting references 
inevitably leads to widespread abuse, it is safer to ignore written 
references and rely entirely on observations and information of other 
kinds. Indeed, the fact that many firms refuse to give references, 
supplying merely a bald statement of work done, indicates the disfavour 
with which they are viewed by a large number of people who are in 
a position to know their value. 

The information that 1tnay be obtained by personal interview or 
telephone conversation, however, may usually be relied upon. It is 
possible to say much more and to say it with greater emphasis, face to 
face, than in written form. From the point of view of the employee, 
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also, this kind of reference has much to commend it; very few men 
would speak unfairly of a man who was looking for a job, and if the 
individual is honest, industrious and conscientious, he will have nothing 
to fear from such a frank report. 


INTERVIEWING APPLICANTS 


What should the interviewer look for primarily in an applicant? 
From experience one would say that two things are of first importance. 
The first is the applicant’s fitness for his particular job, and the second, 
his capacity for further development, and the latter involves many 
aspects of character, education, and personality. 

Fitness for one’s immediate job is the surest guarantee of present 
success. Therefore an intending applicant marshals the facts of his 
training and experience and presents them in such order as is calculated 
the better to impress the interviewer. It is the duty of the latter to 
examine the evidence of fitness submitted and judge accordingly. To 
do this intelligently he must have a thorough knowledge of the work 
the successful applicant will be called upon to do. This will usually 
be available in the form of a written specification in the requisition for 
help, submitted by the manager of the department or section of the 
business in which assistance is required. It needs to be backed up, 
however, by some personal knowledge of the work, gained not neces- 
sarily by actually performing the operations personally, but by familiarity 
with them through close contact with all the departments and frequent 
visits to each. The interviewers should be trained never to allow their 
personal prepossessions to colour their judgement, but to judge on the 
facts set out in the application form and ather information obtained 
from referees and by observation of the applicant. 

Throughout these articles the writer has insisted on one prominent 
objective: to secure a staff that shall not only be severally and jointly 
capable of carrying out the work, but able also, through education, 
training and native intelligence, to meet new situations—expansions, 
reorganisations, etc.—when they arise, without paralysing the routine. 
For this reason it is important, when making staff appointments, to 
assess an applicant’s potential as well as his present actual capacity, and 
value to the business. In other words, one question that is never voiced 
but should be constantly in the interviewer’s mind when discussing an 
application is: Is this man (or woman) fitted, by training, experience, 
disposition and temperament, only for the position for which he is now 
applying, or has he qualities (if so, what are they?) which indicate a 
greater capacity? In other words, is he bigger than his present applica- 
tion would suggest, and is accordingly capable of developing his talents 
within the organisation so that he will become a valued employee whose 
initiative and adaptability will be of benefit to the company and will 
further his interests in its service? It must not be overlooked that few 
men, comparatively speaking, have the stuff of the executive in them. 
This should not deter the interviewer, however. He will find it valuable 
training for himself, if he asks these questions and answers them to his 
own satisfaction, in respect of every applicant for employment. And he 
will find, also, that in process of time there will be built up, largely 
through his own efforts, a strong, loyal, and intelligent staff, capable of 
the kind of co-operation and co-ordination that makes a business powerful 
and great. 

Finally, let a warning be uttered, for the benefit of those who feel 
that proper personnel work may be appropriate for the large store whose 
employees are in constant touch with customers, but is an extravagance 
and a waste of time for any other business. Nothing could be further 
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from the truth. Until personnel work plays the part it should play in 
modern industry, the best results will never be obtained even in the 
departmental stores. One has only to shop at any of the city shops with 
thousands of employees to realise that staff training has benefited them 
very little; one ventures to blame, for this, the hesitancy on the part 
of business men generally, in making funds and facilities available for 
staff training and specialised selection throughout commerce and industry 
as a whole. Personnel work has a big contribution to make to every 
business with even a few employees. A Personnel Department should 
be installed as soon as it can be demonstrated, with reference to number 
of employees, nature of work done, etc., that the expense will be justified ; 
until such a time comes, the management should see that effective 
personnel administration is carried out by some executive who can fit 
this in with other duties and give it an appropriate share of his time. 
Time and money spent, in moderation, on getting the proper employees, 
will be amply repaid. 





Correspondence 


War FINANCE 


The Editor, The Australian Accountant 
Dear Sir, 

Tremendous Loan obligations involving equally tremendous interest 
obligations are at present being incurred to finance the war. Statistics 
point to approximately 90% of National Loans being taken up by less 
than 10% of the community, therefore 90% of the interest must equally 
be assumed to flow into the hands of the privileged 10%. 

Banks and insurance companies are of course large subscribers, but 
with the exception of the few mutual companies, Loan Interest ultimately 
finds its way to the more or less wealthy shareholders, thereby com- 
pounding the advantageous financial relationship which that section 
already enjoys at the expense of the community at large. 

Is it not time that accountants, who as a body, may be presumed to 
subscribe to the capitalistic system, pointed out and sought to correct 
some of the anomalous inequities which have developed under this 
system? 

The interest obligations referred to could of course be simply avoided 
by a rational use of National Credit, but the case for National Credit 
has been so befogged and prejudiced by Social and Douglas Credit 
“cranks” that the common man (and many Accountants) have hesitated 
through fear of ridicule to extol its obvious merits. 

Yours faithfully, 
Hobart, T. W. KImBer. 

25/7/41. —_—_—_———— 

Standards 


Jos Orper CosTING 
By Harotp B. WILLIAMSON, A.I.C.A. 


Standard Costing may be considered, primarily, in relation to two 
main types of production: 
(1) Standard. 
(2) Jobbing. 
In the first instance true Budgetary Control obtains, and the Standards 
can be set for all types of production prior to the opening of the fiscal 
period. 
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With reference to Job Order Costing, however, although a high degree 
of costing efficiency may be evident with regard to expenditure detail, 
the main essential, control of the time element, may be lacking, and 
where this is so, true analysis of expense cannot be carried out; it is 
meaningless as to itemised production over the period, for the reason 
that every hour of that period has cost something, and that something 
cannot be obtained. 

When once we assimilate the idea that time is stable, whereas labour 
cost is not, and cannot be for a variety of reasons, we realise that here, 
at hand, is a factor unchanging in quality by which overhead can be 
allocated, while a scientific study of past, prevailing, and probable future 
conditions, together with seasonal, secular, and cyclical movement, will 
give us time estimate, or normal capacity, in labour hours. 

With complete Budgetary Control, this would automatically represent 
Standard Productive Hours, but such is not the case with Job Costing 
until the hours incidental to the manufacture of a particular volume of 
product have been scientifically determined. 

Stancard Burden rate, being the expense per Productive Hour, is 
easily ascertainable by taking into account all burden directly affecting 
production, this inferring the exclusion of all charges considered as 
properly appertaining to such items as idle equipment. 

Here, then, is information which may be obtained with little additional 
expense, the accumulation of time data being available from Daily Time 
Sheets. 

The next point is control of the use of that time. 

As is very well known, without time control two quite conscientious 
workers are likely to vary greatly in the time each takes on the same 
job. For this reason it is evident that the expense incidental to the 
wasted time has not been fully utilised, efforts towards greater produc- 
tion thus being impeded. 

Frederic!: A. Parkhurst, from an extensive accumulation of statistics, 
covering thcusands of cases, has summarised the efficiency of several 
groups of workers where there is an absence of Standard Setting and 
Planning Control, as follows, while making it clear that the fault is 
management, not the employee: 

(a) Unskilled worker and routine clerical jobs, working generally in 

small groups, and under average good supervision, 50% efficient. 

(b) Average machine operator, or doing routine job with more or 
less fixed, and perhaps mechanically controlled equipment, 38 to 
40% efficient. 

(c) General all-round mechanic, or journeyman hired to do a variety 
of work, supposedly competent, thus requiring little supervision, 
and left to plan most of his work and find ways and means to 
carry it out, 30% efficient. 

(d) Highly skilled all-round man. Tool-maker, tool-designer, tool- 
draftsman, die-sinker, pattern-maker, etc., 25 to 28% efficient. 


As Job Costing entails production to order, in which quantity can 
have no place, Budgetary Control, as commonly understood, cannot be 
fully utilised. 

Systematic Planning can, however, and should be incorporated into 
any methodical Costing Scheme, and from it that system of Budgetary 
Control can be built up. 

Planning, or Operation Study, involves the detailed analysis of all 
phases of production and processes. 

Being highly technical, it must be undertaken by professionally capable 
executives, who should be able to rely on expert supervision to achieve 
the Standards set by them. 
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As a function entirely separate from any other phase of manufacturing, 
it should, moreover, always be recognised as a quite separate department. 

The design of the required product will be originally received from 
the Drawings Office, and from it an Instruction Sheet will be made up 
(one for each operation). 

This sheet is built up from details gathered from Operation Study, 
and includes : 

(a) Preliminary Study. 
(b) Motion Study. 

(c) Time Study. 

(d) Time Setting. 

(a) It should be within the scope of the Planner to suggest possible 
improvements in the design, but his main duties will consist of deciding 
on how components are to be made, necessary operations and sequence, 
and number to be dealt with expeditiously at the one time. 

(b) Motion Study consists of detailed consideration of each opera- 
tion, with reference to type of tools suitable, correct feeds and speed of 
machines, and layout of work so that steady and continuous flow may 
result. 

(c) Each operation per unit is split up and timed, the unit times so 
obtained being totalled to obtain the greatest time for complete operation. 
No other allowances are made. 

(d) At this stage an Instruction Sheet is prepared for each operation. 

It will set out the number of units to be manufactured, the time allowed 
being greater than the quickest time obtained under (c). The exact 
proportion will need careful consideration, depending, as it does, on 
conditions and the wages system in operation. 

The Instruction Sheet should be set out to show the minutes (opera- 
tion time) and fixed time, the latter consisting of: 

(1) Clocking in, obtaining and checking tools, preparing the work, 

etc. 

(2) Handing over after completion, returning tools and drawings to 

store, arranging for inspection of work, clocking off, etc. 

Whatever functions or departments are in existence in the factory it 
will be found that a Planning Organisation of some kind exists. 

There will undoubtedly be an Estimating Engineer, whose duty it is 
to estimate probable cost of orders received, therefore very little extra 
trouble and expense is entailed in incorporating these estimates into the 
Costing Ledger’ as production Standards. 

When this procedure is followed, and the value of time is fully realised, 
a great advance toward Cost Standards has been accomplished. 
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